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H. RES. 73 


IN THE HOUSE OF REPRESENTATIVES 


RESOLUTION 


Resolved, That the Committee on Education and Labor, effective 
from January 3, 1951, acting as a whole or by subcommittee, is author- 
ized and directed to conduct studies and investigations relating to mat- 
ters coming within the jurisdiction of such committee under ‘rule XI 
(1) (g) of the Rules of the House of Representatives. For such pur- 
pose such committee, or any subcommittee thereof, is authorized to 
sit and act during the present Congress at such times and places within 
the United States, its Territories and possessions, whether the House 
is in session, has recessed, or has adjourned, to hold such hearings, and 
to require by subpena or otherwise the attendance and testimony of 
such witnesses and the production of such books, records, correspon- 
dence, memoranda, papers, and documents, as it deems necessary. 
Subpenas shall be issued only over the signature of the chairman of 
the committee or a member of the committee designated by him; 
they may be served by any person designated by such chairman or 
member. 

The committee may report to the House of Representatives from 
time to time during the present Congress the results of its studies and 
investigations, with serch recommendations for legislation or other- 
wise as the committee deems desirable. Any report submitted when 
the House is not in session shall be filed with the Clerk of the House. 
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TUESDAY, MAY 8, 1951 


House or RepreseNTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Epucatrion AND LABOR, 


Washington, D.C. 


The subcommittee met at 10 a. m., pursuant to call, in room 429 
of the House Office Building, Hon. Tom Steed (chairman of the sub- 
committee) presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; Rus- 
sell C. Derrickson, investigator; John O. Graham, minority clerk; all 
of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 

We begin our hearings today by first reading into the record the 
letter from Chairman Barden creating this subcommittee. The let- 
ter says: 

I have, as chairman of the Committee on Education and Labor, today ap- 
pointed a subcommittee consisting of the following members: Hon. Tom Steed, 
chairman; Hon. Roy W. Wier; Hon. Charles R. Howell; Hon. Thruston Ballard 
Morton; and Hon. Richard B. Vail. The purpose of this subcommittee is to 
conduct a study and investigation of the cost-of-living index, how it is deter- 
mined by the Bureau of Labor Statistics, sources of information, the formula 
used, and all other matters bearing on the subject. 

My reasons for appointing this committee are as follows: 

1. The cost-of-living index has become a very, very important factor in con- 
tracts between labor and management. 

2. It is becoming of increasing importance to our whole economy and _ in- 
volves not only the millions of organized workers who have existing contracts 
where wages are determined by the cost-of-living index, but it also affects mil- 
lions of others who do not have contracts in existence at this time. 

3. It is my opinion that any formula employed or system used by a Govern- 
ment department should be the best and most accurate available; and, further, 
it should be understood by the public to such an extent that it will merit and 
receive the confidence and respect due a pronouncement made by a department 
of the United States Government. 

I respectfully request that when this study is completed you make your re- 
port to the full committee, containing such recommendations as your subcom- 
mittee deems wise. 

GRAHAM A. Barven, Chairman. 


We are going to start today with the people who have organized 
and who created the cost-of-living index, and our first witness is Mr. 
Clague, the Commissioner of the Bureau of Labor Statistics, and who 
also has with him various members of his staff. 

Mr. Clague, for the record, will you identify yourself and also those 
you have with you, and proceed in your own way with your presenta- 
tion ? 
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STATEMENTS OF EWAN CLAGUE, COMMISSIONER OF THE BUREAU 
OF LABOR STATISTICS; MRS. ARYNESS JOY WICKENS, DEPUTY 
COMMISSIONER; AND EDWARD D. HOLLANDER, CHIEF, PRICES 
AND COST OF LIVING DIVISION, BUREAU OF LABOR STATISTICS 


Mr. Ciacur. My name is Ewan Clague, Commissioner of the Bureau 
of Labor Statistics of the United States Department of Labor. 

On my left is Deputy Commissioner Wickens; and on my right is 
Edward Hollander, who is the Chief of the Prices and Cost of Livi ing 
Division of the Bureau. 

We have some others that we may call on if we need to, but I think 
we three will cover it today. 

Mr. Chairman, this is a historic occasion. This is the first time that 
the Consumers’ Price Index of the Bureau of Labor Statistics has 
been made the subject of a special inquiry by a committee of the Con- 
gress of the United States. This does not mean the index hasn’t 
been investigated many times before. This is probably the most in- 
vestigated statistic in this country, if not in the world. 

That is not surprising, because it is so important to so many people. 

I may say that during all of these investigations the Bureau’s staff 
has never refused to answer any questions about the index, and so far, 
at least, none of our answers have tended to incriminate us. 

This is the index known as the cost-of-living index, more recently 
called the Consumers’ Price Index 

I would like to say just a few words about how or what the index 
means and how it is defined. It measures the changes in prices for 
a fixed market basket of goods and services commonly bought by wage 
earners and clerical workers. That is to say, it isolates the effect of 
price changes. It does not include changes in quantities of: goods 
bought as families change their way of living, as, of course, they do 
from time to time. 

The official title of this index formerly was as follows: “the Index 
of the Cost of Goods and Services Purchased by Wage Earners’ and 
Clerical Workers’ Families in Large Cities in 1934-36.” 

On March 15 of this year the index stood at 184.5. Now, that 
means it was 84.5 percent above the prewar base, which was the years 
1935-39. When we have a base for an index number, we call it 100; 
and therefore any change from that can be expressed as a percentage. 
So what this means is that we are 84.5 percent above the prewar level 
of prices for these goods normally bought by wage-earner and clerical- 
worker families. 

Another way of putting it is that, for every dollar that families 
spent for food, clothing, fuel, rent, and other items in the prewar 
period, families today would have to spend approximately $1.84 for 
the same items. 

In addition to our national index, we also have indexes for 34 indi- 
vidual cities; and then in addition we furnish indexes for the different 
groups of items—food, clothing, housefurnishings, and so on—that 
go to make up the index. 

Now, Mr. Chairman, in the Bureau’s presentation, I would like to 
handle the subject today by going into the historical background— 
the origin of this index, how it got started, its development over the 
years, some of the significant high lights of its history, the problems 
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we have encountered in the past, and something about the uses of the 
index today. 

Then tomorrow I would like the members of my staff who know 
the details of this index to give you a demonstration on how we make 
the index. We would like to have here some exhibits of the clothing 
and housefurnishings and the types of articles that we price. I would 
like to show you how we get the prices and how these prices are put 
together to make an index. . as 

I can assure you that it is not a complicated thing at all; it is rela- 
tively simple and easy to explain. It is, however, a vast procedure. 
It involves a tremendous volume of work, and some of our problems 
arise over the size of the job that has to be done to produce this index in 
the time that we have to do it. 

And so, with that introduction, Mr. Chairman, I would like to 
begin with my own presentation. 

This type of index, by the way, is not confined to this country. 
It is used in many countries throughout the world: Australia and 
Canada, our neighbor to ihe north, Great Britain, Sweden, Argen- 
tina, and France. In fact, in many other countries this type of index 
exists. 

You might be interested to note that in Canada and Great Britain 
and in the United States this index runs about twice as high now 
as it did before World War II, and it is 214 times as high as it was 
before World War I. On the other hand, if you go to France and 
look up this index number, you would find that the index is over 
14,000, not something like 250, compared to pre-World War I. Now, 
by 14,000, I mean that prices in France for families are now 140 
times as high as they were prior to World War I. 

So in some countries this kind of an index runs into astronomical 
figures and not into comparatively small numbers as in this country 
and in Canada. 

Mr. Streep. Right at that point, these percents you speak of, that 
is measured in monetary terms, and the inflationary effect of money 
would be reflected ? 

Mr. Cracur. Yes. We get these prices and put them together, 
and then we express the change between the prices at one time and 
the prices at another, as a percentage. 

Now, in turn, that can be expressed back in monetary terms again, 
if you like. Sometimes people take the dollar and divide it by our 
index and say that the dollar which was $1 in 1935-39 has shrunk 
a certain amount. In other words, the dollar is now worth only 
54 cents in terms of its purchasing power in the base period. 

Mr. Steep. At this point, I would like to ask you this: The other 
members of the committee may from time to time have a point arise in 
their mind, and do you object to being questioned as you go along, or 
would you rather complete your statement without interruptions? 

Mr. Craaur. No, Mr. Chairman; I would really like the questions 
as we go along, because then I can make sure that I am making my- 
self clear to everyone; and, also, I may miss points or I may skip 
over points that might cause questions in your minds, and it would 
be better to have them as we go along. I would welcome them. I have 
my presentation in the form of notes, so that it will not disturb me 
in the slightest. 
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Mr. Chairman and members of the committee, the first beginnings 
of this type of index occurred in this country in 1903, when the Bureau 
of Labor Statistics prepared a food price index. Food is, of course, one 
of the most important items in the wage earners’ family budget, and 
food prices move faster up and down, usually, than the other commodi- 
ties. So in 1903, a food price index was created in order to throw light 
on some of the problems at that time, particularly problems of wages. 

Perhaps I might remind the committee that from 1865 down to 1896 
we had a generally falling price level, with periodic crises, unem- 
ployment and destitution—business despression, alterative of course 
with periods of prosperity. Asa matter of fact, this Bureau of Labor 
Statistics was set up in the midst of a moderately serious depression in 
the middle 1880's and was established for the purpose of collecting 
information about the conditions of wage earners and their families. 

After 1896, prices turned up, and then the attention of people 
was directed a little more to the question of rising prices and cost of 
living, instead of falling prices, unemployment and destitution. At 
any rate, by 1903 the price rise had been enough to cause problems in 
wage settlement. I thought the committee might be interested in a 
case arising in 1903 in San Francisco of a street car motorman who was 
trying to get a raise in wages. This was an arbitration case which was 
written up in the Monthly Labor Review of July 1950 by Everett Kas- 
salow, one of the union research members of our Labor Research Ad- 
visory Committee. Mr. Kassalow quotes this opinion of the company’s 
attorney in connection with this case: 

The company’s attorney complained of the price of tomatoes and green peppers. 
He said that this unwittingly disclosed extravagant habits of living. Tomatoes 
and green peppers are used in making a salad, and in the season referred to by 
this young man (that is, the worker) these vegetables were luxuries, denied 
even to the man who earns a Salary largely in excess of the carmen. Tomatoes 
and green peppers in the spring, in California, are a dish for millionaires. Their 
appearance on the table is an event in the house of an ordinary man. 

I cite this to show how standards of living and conditions of life have 
changed since that time. Green vegetables would now be considered 
an inherent part of the living of the ordinary person. 

It was to answer such questions as-this that a food price index was 
prepared by the Bureau of Labor Statistics in 1903, and was carried 
forward in about 170 cities for the next 5 years. ‘Then it was issued for 
10 cities, and it continued on this basis until the time of the First 
World War. 

The index itself was actually created in World War I. You may 
recall that shortly after the war broke out in Europe, we began manu- 
facturing munitions in this country for the Allies; and then later, 
as we entered the war, we already had a full employment situation, 
and prices began to rise. In other words, we had an inflation of a 
type somewhat like we have today. 

This led to wage issues, particularly in shipbuilding and in muni- 
tions plants. and there were arguments about how high the level of 
wages should be, and what should be done to get workers into these 
shipbuilding centers. 

That brought, of course, to the attention of people the limitations 
of a food-price index. That is, the food index was confined to the 
food purchases of a family, but obviously it didn’t cover rents and 
house furnishings, transportation costs, and other things. And so, 
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the Bureau of Labor Statistics at that time was instructed to prepare 
a more comprehensive measure, and the Bureau responded by creat- 
ing what was then called a Cost of Living Index. Into the new index 
were put new groups of items, not only the food which was already 
included, but also apparel, house furnishings, fuel and light, housing, 
and a miscellaneous group, as it was called. 

This was first done in 19 cities, which were essentially the port cities 
of the United States in which shipbuilding was an important industry. 
They started up in Maine with Portland, and came down the East 
Coast to Boston and New York and Philadelphia, and Baltimore and 
Norfolk, and so on, around the Gulf, up the West Coast, and then 
in the Great Lakes—Buffalo, Detroit, Cleveland, and Chicago. 

Now, that was 19 cities. A little later it was decided that they would 
need the index in other cities as well, probably the munitions manu- 
facturing centers. So 13 additional inland cities were added, like 
Scranton, Pittsburgh, Richmond, Atlanta, Birmingham, and so on. 
We ended up with 32 cities, altogether, and those 32 cities are still in 
the index today. 

Mr. Streep. Right at that point, were the factors from all of these 
82 points lumped together and an over-all index made, or was the in- 
dex made for the separate communities / 

Mr. Cracur. It was both. There were indexes for the separate com- 
munities; but the significant factor is they were put together to make 
a national index then, covering all 32 cities. That has become known 
as the national cost of living index and later as the Consumers’ Price 
Index. 

To complete the picture, two more cities were added in the middle 
1930’s—Manchester, N. H., and Milwaukee, Wis.—and that made 34. 
These are the 34 cities that we have today. 

At this same time, in 1918, a survey was made of 12,000 wages-earner 
families in 92 cities, to find out how much importance should be 
attached to food and to rent and to these other items in the wage 
sarner’s budget. This showed the Bureau what items to price and how 
to put them together in an index. 

At this point, Mr. Chairman, I would like to refer to my chart, if I 
may, of the Consumers’ Price Index from 1914. It was just before 
1920 that the program of peeves oe this comprehensive index began, 
and then we worked it backward to 1914 first, and finally back to 1913 
asa base. That was done working from 1918 backward. 

(The chart referred to is as follows:) 
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The food prices we already had. Other prices were collected or 
worked back from secondary sources, from stores and other ways, to 
make the composite index. From that time on it began to operate as a 
regular national index. 

Looking at the chart, you will notice that prices reached a peak 
in 1920. Prices then were about twice as high as they had been in 
prewar. The index went up to about 150 at the peak as compared to 
70 to 1913. Then came the collapse of prices in 1920-21, which ran 
into the depression of 1921. 

It is a matter, perhaps, of historical interest that the decline of 
retail prices began on May 3, 1920, when John Wanamaker of Phila- 
delphia issued ‘that famous advertisement that he was reducing the 
price of every article in the store by 20 percent. Prior to that time, 
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in the commodity markets, silk in Japan had broken badly, and spec- 
ulative prices had fallen disastrously ; enough signs were apparent that 
John Wanamaker’s store took the lead and made the famous announce- 
ment of the 20 percent cut. And then followed the deluge, and prices 
at retail fell 20 percent in little more than a year. 

In the primary markets at that time, wholesale prices fell 50 percent 
in about a year. 

The 1921 depression was one of the sharpest price declines in the 
history of American business. 

Now I shall go on with my chart. During the 1920’s the index 
fluctuated a little, but there was less attention paid to it in relation 
to wages. It is during rising prices that the wage earners are most 
concerned about this relationship of prices and wages. There was 
less emphasis on escalation in the 1920’s and more emphasis on general 
economic issues, reflecting a picture of the status of the economy. 

For example, Prof. Paul Douglas, who is now a Senator, was 
then at the University of Chicago. He wrote in the late 1920’s his 
famous book on “Real Wages,” measuring what the true purchasing 
power of the wage earners was from 1890 to 1926. In doing this, he 
made use of this index, and all of the Bureau’s price indexes as a matter 
of fact, in working out his analysis. 

Then came the great depression that you will see shown on the 
chart, when prices fell sharply for several years down to the bottom 
in 1933. At no time, however, did prices fall as low as they had been 
in 1914. 

You will note that the index for a short period dropped as low as 
90, but it quickly recovered up to about the 100 mark, and that 
100 mark happens to be our new base that was established at that 
time, the 1935-39 average. 

That was a period of comparative stability of prices, as you can 
see, measuring from 1935 to 1940 on the chart. I think the lowest 
index in that entire 5 years was 97, and the highest was 104 in 1937. 

In that period of comparative stability, the index was revised. I 
would like to explain how that occurred. There was a great deal of 
discussion in 1933 about statistics, particularly about their validity 
and soundness, and so a number of the Cabinet officers asked the 
American Statistical Association to form a committee to come down 
to work on Government statistics generally. I think Secretary of 
Labor Perkins was the first who made this approach to the American 
Statistical Association, which is the association of the statisticians 
of the country; and she was later joined by a number of other Cabinet 
officers. 

So, a committee on Government statistics was established by the 
American Statistical Association. It happens that I, myself, was a 
member of that committee at that time, appointed by the association. 
I was, in fact, the secretary of the Statistical Advisory Committee 
to the Secretary of Labor, which worked as a subcommittee of the 
bigger Committee on Government Statistics. In the literature at that 
time ,you will find some articles that I participated. in writing, on 
rents and some other factors in this index. 

Qur committee ended up in 1934 with a proposal for a major re- 
vision of this index at that time. And so there occurred in 1934-36 
another family expenditure survey like the one made in 1918. In 
other words, about 15,000 families in 42 cities were surveyed in their 
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homes, to find out what commodities they were buying and how much 
they were spending on the different items in the family budget. This 
new study was needed because there had been a great change in the 
buying habits of families in that 15 years since 1918. New com- 
modities had appeared, and people had different notions as to how 
much they wanted to spend on one item or on another. And this led 
to compiling figures which would enable us to revise the index. 

Mr. Steep. Would it be out of the way to ask you to give a few 
illustrations of some of these changes in buying habits? Do you 
recall ? 

Mr. Criacur. I wonder if I could ask the Deputy Commissioner to 
answer that question. 

Mr. Wickens. The introduction of automobiles and refrigerators 
was one thing that had occurred in that period. There was also a 
great increase in the use of fresh and canned fruits and vegetables 
over this period, and many changes in the styles of clothing and in the 
kinds of house-furnishings that families typically bought. But prin- 
cipally, I think that you will find that the changes were in the kinds 
of goods that were purchased and in their relative importance. 

There was also more money being spent on education, on miscel- 
laneous items, on services of various kinds, as well as on transporta- 
tion. Those were the big changes from 1918 to the 1930’s. 

You may be interested to know that the Bureau had made a similar 
study in 1901, and another in 1890-91, so that we can trace over the 
years the changing standard of living of the American wage earner 
from the early days of the Bureau of Labor Statistics. 

Mr. Wier. The electric washing machine came in then, too, did it 
not? 

Mrs. Wickens. Yes, the washing machine, sir, and the sewing ma- 
chine had become much more generally used at that time. The me- 
chanical refrigerator was not as common then as it is now, but it, too, 
had begun to appear in homes of fairly moderate incomes. 

Mr. Howeix. What time are you talking about? 

Mrs. Wickens. From 1934 to 1936, sir. 

Mr. Forsyrue. Do you have any idea what that special survey of 
your 15,000 families cost, just in rough figures ? 

Mrs. Wickens. I can answer that. The entire revision of the index, 
the survey of the families, and all of the work that went into the then 
modern index, cost something under $2 million, and extended over a 
period of 5 years. 

Mr. Ciacur. Well, now, on the basis of these expenditure surveys, 
Mr. Chairman, the index was revised, and a new base period was 
chosen—from 1935 through 1939—which became the “100” line in- 
stead of the former one 1923-25. The new index was completed in 
1940, first revised backward to 1935, and then on back all the way to 
1913. And so, it was at that point, 1940, that the index was modernized 
for the difficulties and problems of World War II. 

In early World War II, in 1940-41, the period when we were in 
the defense program before we entered the war. you will recall that 
we had 7 or 8 million unemployed. We had idle factories and idle 
men, and the early days of the defense program of World War IT 
largely consisted in drawing in the idle men and idle machines and 
putting them together to get increased production. 
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Now, the.effect of that was that wages went up comparatively mod- 
erately. There was not a spectacular increase in wages. The unem- 
ployed were available, and they moved into the jobs. 

On the other hand, prices did tend to rise ahead of wages. This 
happened because you had more people employed and more money in 
the pay envelopes and longer hours of work, which led consequently 
to more buying power in the hands of the people generally. This 
buying power had the effect of causing prices to go up. 

This rise was comparatively moderate until well into 1941: but it 
was operating, nevertheless, and it was a factor in the difficulties that 
followed. 

Now, the Government had been aware of the problems, and imme- 
diately after the fall of France in June of 1940, when the National 
Defense Advisory Commission was set up, the attempt to hold prices 
down became one of the programs of the Government. 

Later, in January of 1942, the Congress passed the emergency price 
control legislation. As I recall it, in the first year and a half of the 
defense program, the efforts to hold down prices were of an adminis- 
trative character, that is, within the administration itself. Now, in 
order to help out in that situation, the Bureau of Labor Statistics at 
that time was requested to do a number of things to make this index 
more readily available for purposes of governmental policy. For one 
thing, the Bureau speeded up the publication of the index. That is to 
say, it didn’t take as long to get the index out as it had before. There 
were more people to get it out quicker. 

Secondly, we issued the index monthly. Prior to that time it had 
been issued only once a quarter. And food prices, which are the 
fast movers, were put out once in 2 weeks. 

Thirdly, special studies of prices were made in 39 additional cities, 
over and above the 34 cities previously in the index. There were 20° 
small cities, to find out how prices were behaving in the smaller 
communities. 

Mr. Forsyte. What do you mean by “small communities”? 

Mrs. Wickens. They were under 50,000, and most of them under 
25,000, sir. 

Mr. Ciacur. There were also 19 defense centers, which were mush- 
room war centers. It was necessary to determine the cost of living 
because workers were being urged to move into these centers. Indexes 
for these additional communities continued during the war. 

This was all for the purpose of measuring the effectiveness of the 
Government’s policies of price control, That is, it was because of the 
problem of price control, and keeping down the cost of living, that 
this index was speeded up and improved and extended during that 
wartime period. 

Now, the Bureau at that time expected that it would have difficulties 
under this kind of a wartime situation, so Secretary of Labor Perkins, 
joined by Commissioner of Labor Statistics Lubin, requested the 
American Statistical Association to appoint a special committee to 
review the Bureau’s index and give us any recommendations concern- 
ing its improvement. I was not Commissioner at that time. 

Mr. Forsyrur. Excuse me. At that point, I think for the record, 
and for the committee’s information, it would be interesting—I be- 
lieve Mrs. Wickens was directly in charge of the index at that time; 
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and you were not the Deputy Commissioner, and so when you speak 
of that period, you had the same position Mr. Hollander now has? 

Mrs. Wickens. That is correct, sir. 

Mr. Cracur. That is right. 

This committee of the American Statistical Association was headed 
by Prof. Fred Mills of Columbia University, who is perhaps the 
dean of American statisticians. He certainly is one of the most re- 
vered persons among the profession, both then and now. 

In the meantime, issues of wage stabilization came up, in 1942. 
You see, as we got into the defense program, and as price stabilization 
moved into stronger focus with more determination to hold prices, 
the wage issue came up. In the fall of 1942 the National War Labor 
Board adopted the Little Steel formula as a limitation on general 
wage increases. I would like to explain briefly how that Little Steel 
formula arose. 

Here I am reading from a Bulletin 1009 of the Department of Labor, 
Bureau of Labor Statistics, entitled “Problems and Policies of Dis- 
putes Settlement and Wage Stabilization During World War II.” 

This book was prepared by a number of authors who had a good 
deal to do with wage stabilization programs during World War IT. 
The Bureau and the Department simply published this booklet; that 
is our contribution to it. We ourselves had nothing to do with the 
booklet itself. 

I would like to read from one page here, indicating the philosophy 
of wage stabilization at that time: 

The wage stabilization program prior to VJ-day involved virtually complete 
separation of wage and price controls. This principle had two distinct facets : 

(a) The stabilization of the general level of wages was made independent of 
the stabilization of the level of prices. Wages were not adjusted automatically 
in accordance with changes in the cost of living, as in the wage stabilization 
programs of most countries. To use the language of the act of October 2, 1942, 
the task of the Board (the War Labor Board) was to stabilize the level of wage 
rates so far as practicable on the levels that existed on September 15, 1942; and 

(b) A wage change appropriate under wage stabilization standards was not 
in fact denied on account of probable consequences to price ceilings. 

Perhaps I could restate that in this way: Price control was in opera- 
tion, but it was not holding completely, as you will see on the chart. 
Here is what was happening to prices after 1941; prices were rising, 
and in fact, rising fairly rapidly at that time. 

Mr. Steep. For what year would that be? 

Mr. Cracur. For 1942; this is December of 1941, right here; and 
here is the year 1942, 

You will see that by December of 1941, prices were already up 
around 10 percent, and in 1942 they were rising more rapidly, up 
toward 20 percent. 

Meantime, wages in some industries had pushed along fairly close 
to that rate of speed, so that there developed a situation in which some 
workers in some industries were keeping pace with the cost of living 
while a lot of other workers in other industries were not. The lat- 
ter had either had no increases or comparatively small amounts. 

So the Board, the War Labor Board, then simply decided that they 
would establish a line beyond which wages would not go; that is, 
wage stabilization. They set a ceiling that was designed to hold the 
line. 
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Mr. Morton. When you speak of “wages,” are you speaking of 
hourly rates or weekly pay? 

Mr. Cracur. I am glad that you mentioned that. There are sta- 
tistics of hourly rates of pay but these are wage rates. The weekly 
pay was also rising because of longer hours and overtime pay, and 
things of that sort. But I am referring to wage rates. 

Mr. Forsytue. There was never any attempt to affect the weekly 
take-home; it was a rate problem ? 

Mr. Craguer. That is right. 

Mr. Forsyrne. It was never a total amount of money received; 
it was how much you got per hour? 

Mr. Cuacur. It was always based on the wage rate per hour or per 
piece. 

Now, as I said, the attempt in the case of the Little Steel formula 
was to set a ceiling and say, “Wages must be held here.” 

On the other hand, there were many workers who were behind this 
level, and the Board decided that they would allow them to come up 
to this level. In other words, those who were behind could catch up. 

And here, I might read just a paragraph out of this same book, 
Problems and Policies of Dispute Settlement and Wage Stabilization 
During World War II, BLS Bulletin No. 1009: 

The Little Steel formula was intended to set a limit to the increases in the 
general level of wages arising from across-the-board increases applicable to all 
employees in a bargaining unit, plant, industry, or other customary area of wage- 
setting. The Little Steel formula permitted an increase in straight-time hourly 
earnings of 15 percent above January 1941 levels. It was intended to permit 
laggard groups of employees to receive increases already obtained by the majority 
of workers. 

In postwar language, it was intended to coniplete a round of wage 
increases. They didn’t call them “rounds” in those days. 

The 15 percent figure in the Little Steel formula was derived from the per- 
centage increase in the cost of living, despite the fact that the wage stabilization 
program fundamentally involved a separation of wage and price controls, with 
the announced intention of stabilizing both of them at or as near as practicable 
their September 1942 levels. 

Again, to restate that, the plan was to hold prices, if they could, 
at September of 1942. Then they would set a ceiling on wages equiv- 
alent to that rise in the cost of living, and finally they would allow 
workers—those who were behind in wages—to catch up. 

Mr. Granam. That included also those who were making wages 
above the median; isn’t that right? 

Mr. Cracur. Wages were not rolled back; if anybody was above, 
he stayed above. 

Mr. Granam. And increased at 15 percent? 

Mr. Cracur. Oh, no; I don’t believe so. 

Mrs. Wickens. You are thinking, of course, that there were certain 
people whose wages had already increased more than 15 percent dur- 
ing this period. 

Mr. Granam. Yes. 

Mrs. Wickens. That was quite true. This was intended to apply 
only to certain broad groups of employees, let us say the employees 
of an industry. or of an area for an industry, or of a company, on 
the average. It didn’t prevent premiums for unusual volumes of 
production, nor did it prevent various kinds of incentive pay. There 
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were exceptions to it. This was a broad policy intended to set a gen- 
eral ceiling. 

Mr. Granuam. As I understood Mr. Clague, he said that in some 
industries the wages had kept up to the cost of living, and in some 
cases they were even ahead of it. 

Mrs. Wickens. That is right. 

Mr. Granam. This increase of 15 percent was an across-the-board 
increase; was it not? 

Mr. Howeuu. As of the base period of January of 1941. 

Mr. Criacur. This wasn’t an increase at all, let us say, to the wage 
earner who had had 15 percent or more already. He was frozen; in 
effect, what they said is, “Your wages are stabilized, and you can’t 
have any more”: but those who didn’t have or who only had 5 percent, 
they were permitted to move up 10 percent more up to this ceiling of 
15 percent. That was the idea, and it was not everybody who got 
a 15-percent increase. 

Mr. Granam. That is what I wanted to clear up. 

Mr. Cracur. That is right. 

Now, Mr. Chairman, I “would like to point out how the Bureau of 
Labor Statistics got into the center of this thing. You will notice 
that the index didn’t stop ine reasing. It rose some more in 1943, and 
then, through a period of about 3 years up to the summer of 1946, 
it remained fairly stable, although rising to some extent. In other 
words, this index did creep upward. This was an important factor 
in what happened later. 

By the way, the price-control program from this time forward did 
hold this line fairly well, as you will notice. There was a slowing 
down of the rate of increase because, of course, the price administra- 
tors used price control, they had rationing at that time, and they had 
subsidies on a lot of the items, including ‘particularly the food items. 
So they were able to hold the level of a good many of the prices in the 
family siidaret. 

However here were the union groups with their wages stabilized or 
frozen, if one may use that term, and they weren't allowed any more 
increases, on a cost-of-living basis. Yet the cost of living kept on 
increasing slowly, but definitely, and so came this gap. W: age earn- 
ers began to feel that they were behind the procession of prices, and 
therefore they raised the question about whether this was a good 
policy. 

Their attacks were primarily directed at the War Labor Board and 
at wage stabilization, wage freezes, and wage ceilings; only indi- 
rectly did the Bureau, as bystanders, get caught in the cross-fire. 

The union viewpoint was something like this: Prices had risen 
above the Little Steel formula by 1943 and 1944. They had risen 
above the 15 percent. You may see on the chart here that retail 
prices had risen above 20 percent and were going up toward 30 per- 
cent. 

Mr. Morron. Did that reflect any change in buying habits, or did 
the basis of your index change during the war years # 

Mr. Ciacur. No, there were no cha anges of that kind. 

Mrs. Wickens. Except for one point, sir: Wherever goods were 
rationed or disappeared from the market, we of course took account 
of that in the index, and we endeavored to take account insofar as we 
could of the disappearance of low-priced lines at that time. We made 
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some adjustments on that account. For example, new automobiles 
were no longer priced when they ceased to be available to the civilian 
population; and when meat was rationed we cut back the relative 
importance of meat in the index. So that there were adjustments 
made, of a sort, imposed from without and by market conditions. 
But, fundamentally, there was no change in the fact that this was 
a price index. 

Mr. Cracur. As a matter of fact, the prices kept creeping up in 
one form or another, and for one reason or another, enough to make 
this index rise, as you can see, at this very gradual rate. 

Mr. Wirr. Let me ask you—following Congressman Morton’s com- 
ment, you bring it to my mind now—it was at that time that manu- 
facturers in general, because of price limitations in the manufacturing 
field, began to shelve or discontinue, particularly in the lines of cloth- 
ing, the fellow who used to get a shirt for $1.50 and had been wearing 
them for years and years, found there no more $1.50 shirts, and the 

same shirt, for all purposes, was now $2.50. 

That applied to a lot of other artic les, where a manufacturer said, 
“We are allowed to make this article for the needs of the people, but 
not get any increase on the lower-priced garments, so let us cut out 
the lower-priced garments and make the higher-cost garments.” 

Mr. Morron. That is what Mrs. Wickens just said. 

Mrs. Wickens. We did attempt to take some account of that, and 
we didn’t fully allow for it. Wherever goods were still available in 
volume, we will say a sheet, for example, of good construction, we con- 
tinued to price that sheet, or we continued to price a shirt of a cer- 
tain type of fabric and a certain type of construction, so long as it 
was generally available. But when it disappeared, we took the next 
generally available price line and we made some allowance for that 
upward shift, although not a complete allowance. 

Mr. Cracur. Well, if the prices had held at the 15-percent level it 
may have been that there would not have been any difficulty, but be- 
cause the prices went up and the wages were stabilized, this gap 
appeared, and that is what led to the controversy. And the issue, in 
part, was directed to how much these prices had risen. 

You see, there was the question: Did this index measure the full 
extént of the rise? And there was considerable rank-and-file pres- 
sure among the union groups against the wage freeze. In other 
words, there was an attempt to reopen the wage stabilization policy. 

From the management viewpoint, they disagreed with the unions, 
and some of them thought the index was rising too fast. Furthermore, 
there was another index that is used quite Widely by management 
and by some labor groups, too, the National Industrial Conference 
Board index, and that was rising somewhat more slowly than ours. 
It compared fairly closely with ‘the BLS index, but it was a little 
below. 

The committee might just like to see a chart of these two indexes, 
if you can make out the lines. The two indexes behaved quite alike, 
but because of certain methods of pricing used by the National Indus- 
trial Conference Board, their index was a little lower. So that the 
management groups were inclined to think, “Well, this Government 
index is rising plenty fast enough, and perhaps too fast.” 

Well, at this time in the history, the American Statistical Associa- 
tion Committee that had been appointed under the Chairmanship of 
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Professor Fred Mills, came out with its report. I can paraphrase what 
they said. They said ‘the BLS index isa good index, but it is misnamed 
when it is called cost of living, since the title may give a wrong im- 
pression; and secondly, it is Tnisused to some extent. People don’t 
understand it correctly, and therefore are mistaken about some of 
its uses. 

This led the President of the United States to appoint a Committee 
on the Cost of Living. Here he was, faced with controversy about the 
index, so he appointed a Committee from the War Labor Board, and 
Chairman Davis, of the War Labor Board, was made Chairman of 
this Committee, two management members and two_labor members, 
who were all members of the War Labor Board. The President ap- 
pointed them to look into the whole situation and see what ought to 
be done. In other words, what ought to happen now to wages? 

Well, this dragged on for quite some time, and finally the union 
members broke away from the Committee and came out with a report 
of their own. That was the famous Meany-Thomas report which 
criticized the Bureau of Labor Statistics index. 

The two management members now also broke away, and they were 
busy preparing a prospective report on the index and its nature. 

So, faced with that situation, Chairman Davis, of the War Labor 
Board, appointed another expert committee, this time a committee 
of experts headed by Prof. Wesley C. Mitchell, of Columbia Univer- 
sity. I certainly can say that he was considered the dean of American 
economists in this country. He is no longer living. 

And this special committee of staff experts now reviewed again 
the whole question of the index and the criticisms of it. 

Here I might say a few words about the nature of the report they 
issued. It has been published, and, of course, has been read over 
many times. It is entitled “The Report of the President’s Committee 
on the Cost of Liv ing,” which contains the report of Professor Mitchell 
and his experts, along with Chairman Davis’ final report to the 
President. 

Let me give just a brief summary of the nature of the criticisms of 
the index, as they were reviewed by Professor Mitchell. 

First, that there was no adequate account of black-market or over- 
ceiling prices. That is, that we in the Bureau weren't getting all of 
the prices; we were getting the official prices charged by the regular 
stores, but we weren't catching all the prices that were above the ceil- 
ing and in the black market. 

Second, failure to reflect deterioration of quality. That is to say, 
instead of the piece of goods or the article, the shoes, or whatever 
it might be, containing all of the fine sewing and the quality of 
leather and the workmanship that it formerly did, it had deteriorated. 
The Bureau would be pricing what looked like the same article but 
it wasn’t really as good. 

Thirdly, the disappearance of low-priced goods, which Congress- 
man Wier just mentioned, that is, a low-priced article disappeared, 
and we didn’t appropriately take account of that in pricing the next- 
higher-priced article. 

Lastly, that there was inadequate measuring of rents on new hous- 
ing, and that we didn’t handle the rental index to take this fully into 
account. 
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Now. Mr. Chairman, I don’t know that it would be worth our while 
today to spend a good deal of time on these criticisms. I think that 
tomorrow when the members of our staff show you how we compile 
the index, and how we make our specifications for goods, and how we 
price them, then some of the questions on this might more appro- 
priately come out, if that is all right with you. 

Professor Mitchell and his committee of experts, however, came 
to this conclusion: That the Bureau of Labor Statistics—and here I 
quote—“had done a competent job under very difficult market con- 
ditions.” But the experts did conclude that the index understated 
the rise in prices in several particulars, by some 3 to 4 points in an 
index of about 124. In other words, at that time the index was about 
124. And they said—— 

Mr. Streep. You did not state the vear. 

Mr. Cuaccer. That is the year 1944. 

The committee of experts agreed that the Bureau statistically 
couldn’t take account of those things; that there was no way of meas- 
uring what the full effect of black-market prices might have been, 
even though it was known that a small black market did exist in 
a commodity. But they said, “We will attempt to estimate what these 
might amount to, not statistically, now, but just using our judgment.” 
And so they came out with an estimate about as follows: For qual- 
ity deterioration, that is, for lower quality of what looks like the 
same article, they estimated that it might have the effect on the whole 
index of 114 points to about 214 points. For the disappearance of 
cheaper items, they estimated that that might have about a tenth of 
a percentage point. The declines in week-end sales was another 
one; a lot of people, perhaps including some of us, regularly buy 
when the stores announce the winter sales in February and the sum- 
mer sales in September; and some people just count on that economy. 
Well, when you don’t have those sales, there is a rise in prices, in 
effect, which the Bureau doesn’t take into account. The experts esti- 
mated that at about half a point. 

Then they estimated the underreporting of prices actually charged— 
because the storekeeper perhaps did not always give us the right price. 
Incidentally, we have bought goods from time to time to assure our- 
selves, both as to quality and as to the fact that the prices are real. 
In a vast operation such as we have, there might have been some 
underreporting, with the storekeeper saying, “Yes; this hamburger 
is selling for 59 cents,” but if you had talked to the housewife, you 
would have found that she was paying 65 cents. os 

At any rate, the sum of those understatements was estimated to be 
about 3 to 4 points. 

Then they also took account of small cities, on the ground that we 
didn’t have enough small cities in the index for an effective measure- 
ment of small cities. 

Mrs. Wickens. The small cities were not introduced into the index; 
we had them running alongside the other index, and so they could 
get an idea from those small-city indexes of the extent to which the 
over-all index might have been different had there been a sufficient 
number of small cities covered. 

Mr. Cuiacur. Anyhow, adding them, they said the index was 3 to 4 
points too low. All of this was a controversy pointed at statistics, 
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but we weren’t the ultimate objectives of the discussion at all; it was 
wages and the situation in governmental wage control that were the 
real issues. 

Later on, the War Labor Board adopted these points, and made some 
adjustments in wages to allow for this shortcoming in the index. 

To run on, Mr. Chairman 

Mr. Sreep. In other words, what they really did by estimating, 
through their own judgment, this gap that you spoke of, appearing 
here, they in effect said that it amounted to 3 or 4 points? 

Mr. Ciacur. Yes. And remember that the prices were already 
above wages, anyhow, so the effect of this was to now allow some 
fiexibility in the wage-stabilization program and allow wages to rise 
te some extent, and I believe that is what happened eventually. 

Mrs. Wickens. Before you go on, the committee may wish to have 
recalled to mind that the Meany-Thomas report at the time had con- 
tended that there was an understatement of at least 20 points in the 
index, and you will want to set that against the figure that the expert 
committee finally arrived at, of between 3 and 41% points. There was 
considerable difference between those two estimates. 

Mr. Vaiz. When you say the “union,” what union do you mean ? 

Mrs. Wickens. The two union representatives on the President’s 
Committee on Cost of Living, Mr. Vail; the report submitted by those 
two members, Mr. Meany and Mr. Thomas, is contained in the pub- 
lished report of the President’s committee. They estimated an index 
using a variety of materials, and at the time when our index stood 
at 123.4, they estimated 143.5, as I recall the figure. And it was to 
that period and to that report that the committee of experts addressed 
2 good deal of its attention, and found an understatement in the BLS 
index of perhaps 3 to 41% points, including the allowance. 

Mr. Forsyrue. That was the A. F. of L. and CIO; it wasn’t an 
individual union; it was both major unions ? 

Mrs. Wickens. Yes; it was the union representatives on the Presi- 
dent’s committee to whom I was referring. 

Mr. Forsyrne. Pardon me, Mr. Clague. There was a point that 
came out some time ago, and I would like to ask a question about 
this: Mrs. Wickens stated that during the war period, automobiles, 
for instance, were taken off the index. Well, when you put them 
back at the end of the war, what compensation was made or how 
did you arrive at that figure? I think the impression you gave was 
that you took them off completely, so that during the war the index 
didn’t show any price rises in automobiles. 

Mrs. Wickens. We couldn’t get prices for them for new automo- 
biles weren’t available to people in general so we eliminated the prices 
of new automobiles completely from the index, and distributed a por- 
tion of the weight, as we call it, over other forms of transpertation 
where we could get information on them. For instance, in all cities, 
the use of streetcars and busses increased, and so we increased the 
importance of bus and streetcar fares at that time to compensate 
for reduced use of automobiles, to some extent; but since automobile 
transportation normally went beyond just from home to work, we 
allocated a part of that weight to other purchases, broadly across the 
index. 

After the war, when automobiles were again available and we rein- 
troduced the price, we again reduced the weights on bus and streetcar 
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transportation, and put automobiles back in at their new postwar 
price, which was then reflected in the index. Prices had by that time 
gone up over the prewar levels. ; 

However, the index went down because the ceiling prices of auto- 
mobiles at that time showed less of an increase than the average prices 
of the goods and services which had been carrying the weight for 
automobiles in the index during the war period. ‘That is, from De- 
cember 1941, when automobiles were dropped from the index, to 
August 1946, when they were reintroduced, automobile prices went 
up 24 percent, while the “all items” index went up 52 percent. How- 
ever, the effect on the consumers’ price index of the reintroduction of 
automobiles was small, and reduced it by less than one-tenth of 1 
percent. 

Does that answer your question, sir? 

Mr. Forsyrue. I think so. I may come back to that, I am not 
sure. 

Mr. Howetzt. When you took automobiles out, did you just have in 
the price of new automobiles at that time? 

Mrs. Wickens. We were using the price of new automobiles, al- 
though in fact wage earners then typically bought used automobiles, 
because we had never been able to get satisfactory prices for used 
automobiles. We had been using the trend of prices for new auto- 
mobiles. 

The important thing for this index is the change in the price, Mr. 
Howell, rather than the price itself, as you understand. 

Mr. Howe tt. It would seem to me it was not too sound to take 
the automobile out altogether; that more and more people were buy- 
ing used cars then, and that that might have been quite a factor. 

Mrs. Wickens. There was a turn-over in used cars, unquestionably, 
but with gas rationing, of course, there was no question but that public 
transportation did increase in use, and the family expenditures on 
automobiles and their maintenance did go down. We estimated used 
car prices for some cities during 1942, but frankly, we could find 
no sound way to get those prices, and no sound way to follow that 
trend. 

Mr. Howett. Even though you knew they were still a factor? 

Mrs. Wickens. We knew some of it was going on, and there were 
deals, if you know what I mean, which would make it virtually im- 
possible to get anything checkable and sound on used car prices. 

Mr. Hower. Did you have anything on the costs of fuel and 
repairs, or anything else connected with automobiles? 

Mrs. Wickens. Those are in the index, and they have been in the 
index. Price of gasoline remained in the index, and the cost of 
maintenance remained in the index, and it was the purchase price 
of new cars that was eliminated. Those maintenance expenses have 
been in since the 730’s. 

Mr. Vain. In making your inquiries of consumers, you followed a 
certain formula of questions, did you? 

Mrs. Wickens. Yes. We have for many years had what amounts 
to a check-list of purchases by families, which our reporters or our 
agents use in questioning the families about their expenditures, and 
we find that we get extraordinarily good results from what looks like 
a very detailed questionnaire. If you give a housewife a list of 
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things and ask her to recall whether she has bought any,:she will 
think back and she will recall the important things very easily. For 
food we get the previous week’s grocery list, and then we ask that 
for the current week a record be kept, so that we get really 
fine cooperation. 

Mr. Vari. Could we have a copy of that? 

Mrs. Wickens. Yes, Mr. Congressman, we can give you the one 
which is now currently being used. 

Mr. Vain. Do you not use the same one all of the time? 

Mrs. Wickens. No, you have to change the list of goods. The 
list for 1918 and the one for 1951 are quite different. 

Mr. Vai. You mean changing their food habits? 

Mrs. Wickens. Yes. There are new questionnaires. 

Mr. Hotianper. We plan to bring some here tomorrow, some with 
samples that have been filled out recently, within the last few months, 
to give you an idea. 

Mr. Var. Some of those that have been filled out some time ago, 
so that we can make a comparison. 

Mr. Sreep. I think most of this part of the discussion will better 
fit tomorrow when we get into the material of the questionnaire itself. 

Mrs. Wickens. I am not sure that we can find a 1918 schedule for 
you, but I am sure we can find a 1935 schedule. 

Mr. Cracur. Now, Mr. Chairman, to go on, decontrol occurred in 
the summer of 1946, and then, of course, prices went up; that is, the 
controls were taken off, and prices actually did rise. This took us 
out of this area of controversy, now, because these 3 to 4 points were 
all picked up in the actual rise in prices. The goods came back into 
the market, quality was restored, and it became a straight competitive 
market in which our prices were effective. 

Mr. Howetz. Did the Wage Board ever make any or allow any 
increase at that time as a result of those two things? 

Mr. Cracur. What happened at that time was that the war was 
over. You may recall that a labor-management conference was held 
in 1945, but this was after the war, in the summer of 1946. 

Mr. Howett. When the report came out showing the 3- or 4-percent 
increase and the other union statements showing the 20 percent, as a 
result of that, did any wage-increase policy allow any increase at 
that time? 

Mrs. Wickens. Action did not follow immediately at that time and 
in those terms, no, sir; but there were allowances made for a variety 
of equity settlements or fringe benefits of one kind and another, as 
you may recall; and in December 1945 a new and higher ceiling was 
set as a measure which people would be authorized to attain without 
special permission. This took account—this measure established b 
the Office of Economic Stabilization, then headed by Judge Collett— 
took account of this discrepancy between our index and the findings 
of the experts and allowed for another half of a percent, rounding 
off to about 5 points on an index which was then—-September 1945— 
about 128 or thereabouts, as I recall. I will have to check the precise 
figures for you. 

Mr. Cxiacur. In the meantime, after the war, the Bureau discon- 
tinued indexes for those wartime defense centers, and we dropped 
the footnote about the understatement—we had carried this story 
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about the understatement of the index as a footnote so that in collec- 
tive bargaining, labor and management could take it into account. 
There was one item, however, which still continued to plague us, and 
that was rent, because in all of this rise throughout 1946, 1947, and 
1948, rent controls had not been taken off. So our problem of the 
measurement of re1it became more serious instead of less so. 

Finally, in early 1949, we made an estimate ourselves, and this 
was the first time the Bureau had made an estimate of one of these 
variations without having actual statistical data of our own. We 
made an estimate that the index was about 0.6 to 0.9 of a point too 
low, somewhat less than 1 point too low, on account of our failure to 
obtain the rents on new dwellings effectively. 

At this same time, the Bureau’s budget was cut, in 1947, so all the 
additional cities were dropped, and we cut back then to 34 cities. 
Every one of the extra cities were dropped. We cut the list of items 
down, food items, and some of the other items, and we cut back to 
quarterly on a good many of the cities, except for the 10 large ones, 
which we still publish monthly. 

Our present program of publication is 10 cities, large ones, coming 
out every month, and the remaining 24 cities coming out on a monthly 
alternation during the quarter, 8 of them in January, 8 in February, 
and 8 in March, and then in April we repeat the 8 in January; so 
that we have 18 cities in the index each month, that is, 10 plus 8, and 
we get around to all 34 once a quarter. 

Carrying further on the chart, you will notice that the index 
reached a peak in the summer of 1948, and we were over the top in 
terms of prices. Production had at least fully taken effect, and prices 
turned downward. And at that time the Bureau took stock of its 
index and decided that that was the time to move for a revision of 
the index. 

In the first place, our general thinking was that the index would be 
fairly stable. If you look over my speeches and those of other members 
of the Bureau at that time, you will see that we told the public con- 
sistently that we didn’t expect a great decline in prices. Some of us 
estimated that the index might go down as low as 160 and others said 
165. In actual fact it never quite fell to 165 from the high point, which 
was nearly 175. But, at any rate, we thought that for the next several 
years there would be comparative stability, perhaps business recovery 
and some little rise in prices, but more like 1935-39, and, of course, we 
didn’t foresee Korea. 

In that kind of an economic situation, and with a feeling that prices 
were not going to go back to prewar levels but would level out some- 
where around near where they then were, it seemed to us as if that was 
the time to modernize the index. It had now been 15 years since 1934- 
36 when we did the other survey. Furthermore, we knew of this prob- 
lem during the war, and the Mills committee, the American Statistical 
Association committee, during the war had given us a long list of a 
dozen recommendations for changes which they thought we ought to 
make in the index as soon as possible. So it seemed to us that the time 
was ripe to make a fundamental revision. 

I might mention that a program of revision was recommended by 
Professor Mills and his American Statistical Association committee 
back in the wartime period. I am not going to read it all, but perhaps 
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we might insert it into the record at this point, and I will read a para- 
graph t to indicate what they said: 


In the course of its hearings and work, the committee has reviewed the many 
uses the Bureau of Labor Statistics must take into account in making its cost-of- 
living indexes more effective during the war and in the coming period of recon- 
struction. The following recommendations are based upon this review. They 
are made with the understanding that proper consideration will be given to the 
costs of the studies proposed, as well as to the needs of administrators and legis- 
lators for the information these studies will yield. The Bureau and the appro- 
priate congressional committees will weigh the expected benefits against these 
costs. With this proviso, the committee recommends— 
and then they made their recommendations. 

They recommended a number of things, and I might read one or two. 
Their first recommendation was— 
that the Bureau of Labor Statistics provide separate regional indexes of changes 
in city living costs. The economic differences between several large geographical 
areas of the United States make it essential that separate indexes of the cost of 
living for various regions be prepared. 

Second, that the Bureau expand its indexes of the cost of living in small cities 
so that they will be as representative of these cities as the large- city indexes 
are for the large cities. 

And so on down, for a total of 11 recommendations. 

At any rate, we came to oe Congress in the spring of 1949 with a 
recommendation for a 3-year program of revising the index, and 
the Congress adopted that in the summer of 1949. 

During the first year of our revision—we have a special appropria- 
tion in the Bureau for that revision—and we collected the housing 
data and the rents to get at this problem of the rent correction; and in 
the second year, which is the present year, we are doing our family ex- 
penditure studies. They are just being completed in the field now, in 
91 cities—and I have a list here of those cities in which those studies 
have been done. And finally, next year, which will be our last year 
of revision, we will work up the construction of the revised index. Our 
goal is to have the final revision of the index by the fall of 1952. 
> . 

Mr. Streep. For the sake of our record, I suggest that the material 
you wanted inserted in the record, that you are not covering orally, 
that you furnish that to the reporter so that it can be inserted in the 
record. 

(The information referred to is as follows :) 


RECOMMENDATIONS MADE BY A SPECIAL COMMITTEE OF THE AMERICAN STATISTICAL 
ASSOCIATION, 1943 


1. That the Bureau of Labor Statistics provide separate regional indexes of 
changes in city living costs. The economic differences between the several large 
geographical areas of the United States make it essential that separate indexes 
of the cost of living for various regions be prepared. 

2. That the Bureau expand its indexes of the cost of living in small cities so 
that they will be as representative of these cities as the large-city indexes are for 
large cities. 

3. That the Bureau cooperate with other interested governmental agencies to 
collect the information necessary and to prepare an index of the cost of living for 
nonfarm communities in the United States. 

4. That the Bureau take steps immediately to prepare and publish vost-of-living 
indexes for (@) communities of different sizes; (b) certain specialized industrial 
areas, such as those in which coal mining, textiles, etc., are concentrated. 

5. That the Bureau immediately expand its work on the development of 
measures of geographic differences in cost of living; and that analyses of these 
differences be continuously carried on. 
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To carry out the foregoing recommendations, it will be necessary for the Bureau 
immediately to expand its samples of large and small cities, and employ existing 
information and collect additional data to develop weights which will reflect 
the geographic, industrial, and economic factors involved in the proposed indexes. 

6. That frequent small-sample studies of family expenditures and incomes 
be conducted, and that once in 5 years a comprehensive study be made to pro- 
vide data on local differences in income and consumption habits among occupa- 
tional groups in the United States. Furthermore, that adequate analyses and 
integration of these studies and existing data be planned and regularly provided 
for, Since these kinds of studies provide the weights which reflect the changes 
in consumption habits and are important in keeping the cost-of-living indexes in 
line with current economic development, it is essential that they be made 
periodically. 

7. That the Bureau undertake analyses of the shifting importance of the various 
items included in family budgets and the degree to which these items are corre- 
lated with other items in price movement. To keep sufficiently abreast of these 
kinds of changes, the committee feels that a comprehensive study of the inter- 
relationships of price changes and of the correlation between price changes and 
other factors (size of community, quality, and season) should be made. 

&. That the Bureau publish average prices for the principal commodities and 
services in each of the major groups of consumption and that as rapidly as the 
validity and the samples and averages of subgroups of these goods and services 
can be assured, that indexes and average prices for these groups also be published. 
For general index purposes, some of the Bureau of Labor Statistics samples (of 
cities, goods, and services) might be reduced; the pressure for increasing detail 
on the part of those using these indexes, however, requires larger samples for 
most phases of the work. At the present time—except for foods, fuels, and 
certain other commodities—the Bureau of Labor Statistics is not warranted in 
publishing basic data on average prices by cities because the samples have in 
general been considered as inadequate to provide more than stable relatives for 
large aggregates of commodities and services. 

In periods of rapid changes in consumption habits, the specifications of goods 
and services purchased by consumers, as well as the lists of stores from which 
consumers buy, must be reviewed at frequent intervals if the cost-of-living index 
is to be maintained as a dependable instrument. 

9. That the Bureau pay continuous attention through special studies to 
changes in the specific Consumer goods and services which it prices, continuing 
the survey of wartime prices initiated in the spring of 1948. 

10. That the Bureau conduct frequent field surveys to determine the necessity 
of changing the number of outlets from which prices are obtained, or of shifting 
from outlets in one area to those in another, in order to maintain adequate sam- 
ples for the indexes, as well as for the average prices. 

11. That the Bureau prepare for publication an historical summary of the 
development of the concept of the cost-of-living index and of the purposes for 
which that index is used. The Bureau of Labor Statistics index of the cost 
of living has been developed with gradual improvements in methodology since 
the introduction of the index of food costs in 1908 by the Commissioner of Labor 
Statistics. The report herein recommended should, in addition, describe the 
expansion of uses to which the index has been put, and provide an explanation 
of the ideal form of index which would serve these several purposes. 

FreperIcK C. Mitts, Chairman. 
BE. WIGHT BAKKE. 

Reavis Cox. 

MarcGarer G. REID. 

THEODORE W. SCHULTZ. 

SAMUEL S. STRATTON. 


Mr. Cracur. Let me tell you about a few of the problems that we 
face in this revision. We haven’t settled these problems yet. Our 
staff is still working on this. 

One is, we need a modern market basket, and that is what these 
family expenditures will show us, new commodities that are being 
bought now that weren’t bought before, new weights for them, and 
how important are they in the family budget. Television sets are an 
illustration of that, for example. 
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The cost of home ownership, in addition to rent, is a measure of 
housing costs, and we have always worked with rent as a measure of 
housing cost. Ina purely competitive market, rents are all right for 
that purpose. That is to say, if you don’t find a good balance between 
buying a home and renting a home, you will rent if that is cheaper, 
or you will buy if that is cheaper. But in the kind of controlled 
market in which we are, home-ownership costs and rental costs move 
differently, and we are faced with the question of how we could add 
to our housing index a factor for home-ownership costs. 

Another problem is the price behavior in the small cities not now 
covered in the index, and in the last of 91 cities where we are making 
family expenditures studies now, we have very small cities, down to 
the very smallest communities, in order to find out what things are 
like in those communities. 

Mr. Wirr. Let me ask you about the last statement you made there. 
A young veteran out of World War II was faced with a problem of 
housing. Now, formerly he probably was on your list as an item of 
rent, and when he gets this GI loan for the ownership of a home, is 
that item of expenditure in the list as housing ? 

Mrs. Wickens. In the survey of his expenditures, sir, we would 
record his down payment, and we would also get information on the 
payments which he makes monthly, that is right—the taxes, the main- 
tenance costs, and the water bill, or whatever expenses go along with 
the maintenance of the home—repairs, and so on. 

I should say that this is a very difficult thing to do. There are 
difficult problems of the allowance you make for savings, for the 
acquisition of equity, in the payment every month, as compared to 
interest, taxes, repairs, and so on. But we are endeavoring to solve 
that, because after all, the last census shows that outside of the very 
largest cities, over half of the families of the United States now own 
their own homes, and this was not true in the 1930's. 

Mr. Wier. That is what I was getting at. Practically every GI 
in the last 5 years has, rather than pay rent, and because of the terms 
under which the Government has allowed him to own a home, has 
preferred to take a chance on trying to own a home. 

Mrs. Wickens. There has been a good deal of that, and we felt 
that we could not fail to take account of it, and so we are endeavoring 
to do so. 

Mr. Morron. You have a shelter cost, whether he rents a home or 
whether he owns it. 

Mrs. Wickens. That is what we are trying to measure, what the 
Congressman correctly calls “shelter,” including fuel and water and 
the maintenance of the house, and so on. 

Mr. Cracvue. Another item is better representation throughout the 
country. We are a little weak on cities west of the Mississippi River, 
on the way out to the Mountain States and the Pacific coast, and 
we have a vast area in which we have rather inadequate representa- 
tion. And then, of course, another problem that faces us is the kinds 
of families. 

You will notice that I spoke of this as wage earners and lower- 
salaried clerical workers. One of the problems is, should we expand 
this to include a wider representation of classes of people? Should 
we take the big central core of income in the United States, for in- 
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stance, dropping out the highest quarter of people with the highest 
salaries, and perhaps dropping out the lowest quarter of people who 
may be on pensions and relief and assistance, and not wholly sup- 
ported by earnings, and take the whole middle half, regardless of who 
is in there? Or should we make it specific to wage earners and cleri- 
cal workers as we have in the past? 

These are the kinds of issues that we are struggling with now in 
this revision, for which we will come up with answers which we hope 
will be satisfactory next spring. At that time we will present to our 
Appropriations Committee a proposal, or several proposals, for the 
new index that we shall have beginning late in 1952. 

Mr. Granam. Mr. Clague, your revised basis of figuring the new 
cost of living index seems to encompass an increased standard of living, 
too, is that correct? 

Mr. Ciacuer. An increased standard of living will almost certainly 
get into the picture as we make these family expenditure surveys. 

You see, it gets in in this way: While we are measuring the index 
from year to year now, we don’t intend to get any increased standards 
in it. We are measuring price changes only, for the same type of liv- 
ing, but just measuring the price changes of this type of living. But 
when we take a new review and find out that something has now be- 
come, as someone mentioned, a regular family item which is due to a 
rising standard of living, and when we find it 1s now important enough 
to be represented in our Consumers’ Price Index, we then put that item 
into the index and price it from then on. 

Mrs. Wickens. But we do not allow it to affect the level of the index 
at the time it is introduced, sir. That is, we change the relative im- 
portance of various goods in the index at a given time in order to make 
way for the washer, as Mr. Clague has suggested, but the washer itself 
as an addition to expenditures is not permitted to raise the level of the 
index. We just get the price change on washers from there on out, 
and we do what the statisticians call “linking” that in. That is, you 
hook in your new bill of goods at a given point, and use the new one 
from there on out, so that the price changes are affected by the market 
basket of today and not the market basket of the 1930's. 

Mr. Criacur. If I might try another answer to that, since this is one 
on which a good deal of misunderstanding arises, the washer costs 
$150, but we don’t add any $150 into the index. That doesn’t get into 
the index until the second month. ‘The first month it appears as $150, 
and it is not counted; and the second month, let us say it is $149, and 
itisdown $1. That shows a percentage change of about half a percent, 
and that will get into the index. From that point on, that washer is in 
the index in accordance with its price changes, but not in accordance 
with its $150 price. 

Does that answer your question ? 

Mr. Granam. Well, yes. I was just wondering if, for instance, you 
included certain things which I believe are luxury items, such as tele- 
vision sets and that sort of thing, but you just reflect the change. In 
other words, it isn’t really a cost of living index. 

Mr. Cuacur. That is right. That is the central point. If you 
make a budget as to how much it costs a family to live at a certain 
standard, you have to put in each additional item as an additional 
cost, and therefore it enlarges the money the family must spend. 
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But for our price index, all we do is measure the changes in prices of 
these things that we are pricing, and as I said, a new item doesn’t get 
in until the second month it is priced. Actually the television set 
might reduce the jndex if it happened to be falling when it got into the 
index. 

Let me run on so that I finish before you get through today. 

One new point here, when Korea came, we didn’t expect. it, and 
we were busy on this 3-year program of the fundamental revision. 

Mr. Morton. We did not expect it, either. 

Mr. Cuacur. Well, Congress took up the Defense Production Act, 
and we were called in on that by the Senate and the House Banking 
and Currency Committees. You may recall that Senator Fulbright 
of Arkansas had an amendment which provided, in a very brief sum- 
mary, two things: First, there was not to be any price or any generai 
controls until this index had risen a certain percent; and second, after 
it had risen a certain percent, there must be mandatory controls. 

The committees worked on that amendment for some time, deciding 
whether that was a good test to use. The decision was against it, 
finally, and that amendment was not put into the Defense Production 
Act. But this was an indication of the value or the importance at- 
tached to this index. 

I appeared and testified before the Senate Banking Committee, 
and Mrs. Wickens appeared before the House committee, and mem- 
bers of our staff, including Mr. Hollander here, served as technicians 
with the staff of both those committees during the Defense Production 
Act hearings. 

That led us to this conclusion: We decided that there were weak- 
nesses in this present index which we could correct with information 
at our present disposal, and that it didn’t seem wise to wait until 1952 
before we took account of some of those weaknesses. So we made a 
proposal in the Bureau in the late summer of 1950 that we would 
try an interim adjustment, some improvement to make this index 
as good as possible, because it seemed clear to us it was going to be 
used for price-control and wage-control tests of one kind or another 
in the approaching period. 

We cleared this with our advisory committees, and we have a Labor 
Research Advisory Committee as well as a Business Research Ad- 
visory Committee, and we have now a new and different American 
Statistical Association Committee. When we started on this revision 
we asked our professional association to name us another committee 
to work with us. The chairman of that committee is testifying before 
you later this week, the chairman of that Statistical Committee. I 
believe members of the other committees will also testify. 

At any rate, i completed that revision in January of 1951, or in 
time for the . January 1951 index, and then we revised it back- 
ward to January of 1950. In other words, we took ourselves back 
to the low point here, and made our revisions right through to date. 

This last rise is now available in two forms, and you see it in two 
ways. We have the revised index, which we consider our improved 
and better index; and in the meantime we continued the old one. so 
that you will see references to that from time to time. The old index 
is the one that was not changed by the last revisions we have intro- 
duced. 
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Mr. Forsyrue. Before you go on, I think the committee would like 
to have the record show the make-up of these three advisory commit- 
tees, Who are on your advisory committees at the present time, and will 
you insert that in the record? 

Mr. Cracue. I will be glad to insert that in the record, yes. 

(The information referred to is as follows :) 


Business RESEARCH ADVISORY COMMITTEE TO THE BUREAU OF LABOR STATISTICS, 
UNITED STATES DEPARTMENT OF LABOR 


The Business Research Advisory Committee to the Bureau of Labor Statistics 
was formally organized in the fall of 1947. Prior to the establishment of this 
Committee, the Bureau had held occasional conferences with representatives of 
leading business organizations. The members of the Committee are appointed 
by the Commissioner of Labor Statistics for a l-year term after nominations 
have been made by the National Association of Manufacturers and the United 
States Chamber of Commerce. The members serve in individual capacities 
although they are associated with trade associations and individual firms. The 
1951 Committee is composed of 27 members who are qualified technicians in the 
fields in which the Bureau operates. Together they represent a good cross 
section of the various types of industrial establishments. 

The Committee is advisory in nature and makes its recommendations to the 
Commissioner of Labor Statistics. The Chairman for 1951 is Mr. John C. 
Gebhart of the National Association of Manufacturers. Mr. Herman B. Byer of 
ithe Bureau’s staff serves as secretary of the Committee. 

The entire committee meets with the staff of the Bureau three or four times a 
year. Subcommittees have been established for 1951 in the fields of construe- 
tion, employment, productivity, the consumers’ price index, the wholesale price 
index, wages, industrial relations, and foreign labor. Two task force subcom- 
mittees—one on employment and one on occupational wages—were established 
in 1949 and are still functioning. Members of these task force subcommittees are 
technicians who are expert in these particular fields. Most are not members of 
the parent Business Research Advisory Committee. 

The membership follows: 


MEMBERSHIP List, BUSINESS RESEARCH ApbvISORY COMMITTEE. BUREAU oF LABOR 
STATISTICS, UNITED STATES DEPARTMENT OF LABOR, JANUARY 22, 1951 


Vincent P. Ahearn, executive secretary, National Sand and Gravel Association, 
Washington, D. C. 

Ben D. Black, James McCreery & Co., New York, N. Y. 

Grover C. Brown, American Iron and Steel Institute, New York, N. Y. 

Ih. R. Brugler, assistant comptroller, Bethlehem Steel Co.. Bethlehem, Pa. 

Robert W. Burgess, chief economist, Western Electric Co., New York, N. Y. 

Harry A. Cobrin, executive secretary, Clothing Manufacturers Association of 
the U. S. A., New York, N. Y. 

Miles I. Colean, economic consultant, Washington, D. C. 

Raymond B: Crean, vice president, Baldwin-Lima-Hamilton Corp., Philadelphia, 
Pa. 

William J. Donald, managing director, National Electrical Manufacturers Asso- 
ciation, New York, N. Y. 

Leonard A. Drake, Chamber of Commerce of Philadelphia, Philadelphia, Pa. 

Stephen M. DuBrul, executive in charge, business research staff, General Motors 
Corp., Detroit, Mich. 

H. . Foreman, managing director, Associated General Contractors of America, 
Inc., Washington, D. C. 

Martin Gainsbrugh, chief economist, National Industrial Conference Board, New 
York, N. Y. 

John C. Gebhart, director, research department, National Association of Manu- 
facturers, New York, N. Y. 

Abe Hackman, vice president and controller, R. H. Macy & Co., Ine., New York 
eee 

Col. Alexander Richard Heron, Crown Zellerbach Corp., San Francisco, Calif. 

Lester S. Kellogg, Deere & Co., Moline, Tl. 

fohn F. Lebor, Federated Department ‘Stores, Inec., Cincinnati, Ohio. 
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H. R. Northup, executive vice president, National Retail Lumber Dealers Associa- 
tion, Washington, D. C. 

Benedict Saurino, manager, statistical research division, Sun Oil Co., Phila- 
delphia, Pa. 

Dr. Emerson P. Schmidt, director, economic research department, Chamber of 
Commerce of U. 8S. A., Washington, D. C. 

Clarence O. Skinner, Automotive & Aviation Parts Manufacturers, Inc., Wash- 
ington, D. C. 

Dr. George C. Smith, Jr., secretary, committee on business statistics, Chamber 
of Commerce of U. S. A., Washington, D. C. 

William H. Smith, director, department of research and analysis, San Francisco 
Employers Council, San Francisco, Calif. 

Horace C: Stringfield, statistical supervisor, United States Steel Corp., Pitts- 
burgh, Pa. 

Leo Teplow, associate director, industrial relations division, National Association 
of Manufacturers, New York, N. Y. 

Wilson Wright, economist, Procter & Gamble Co., Cincinnati, Ohio. 





MEMBERS OF SUBCOMMITTEE ON CONSUMERS’ PRICES OF THE BUSINESS RESEARCH 
ADVISORY COMMITTEE 


Dr. George C. Smith, Jr., United States Chamber of Commerce, chairman. 
Stephen M. DuBrul, General Motors Corp. 

Martin Gainsbrugh, National Industrial Conference Board. 

Lester Kellogg, Deere & Co. 

John F. Lebor, Federated Department Stores, Inc. 

Benedict Saurino, Sun Oil Co., vice chairman. 

Clarence O. Skinner, Automotive & Aviation Parts Manufacturers, Inc. 


JOINT LABOR RESEARCH ADVISORY COMMITTEE TO THE BUREAU OF LABOR STATISTICS, 
UNITED STATES DEPARTMENT OF LABOR 


The Joint Labor Research Advisory Committee to the Bureau of Labor Statis- 
tics Was reactivated in January 1947, after a period of inactivity during the war. 
This Committee, organized in consultation with representatives of the American 
Federation of Labor, the Congress of Industrial Organizations, and the Railway 
Labor Executives’ Association, is composed of 16 members chosen by these three 
organizations, as follows: AFL, six; CIO. six; and RLEA, four. 

The Committee is an advisory committee designed to present the point of view 
of organized labor on Bureau of Labor Statistics programs and operations. It 
make its recommendations to the Commissioner of Labor Statistics. 

The full committee meets two or three times a year. A standing committee 
functions as a continuing committee between meetings of the full committee and 
convenes on ¢all. It consists of one representative each of the AFL (Miss 
Margaret Scattergood), the CIO (Mrs. Katherine Ellickson), and the Railway 
Labor Executives’ Association (Mr. George Cucich, with Mr. Albert Epstein as 
his alternate). Special meetings are held as required. 

The Committee has no official chairman. Representatives of each of the three 
major labor groups preside for a part of each session of the joint committee. 
Mr. Morris Weisz of the Bureau's staff serves as Mr. Clague’s assistant in 
matters dealing with this committee. 

In addition to the standing committee, special technical subcommittees are 
appointed from time to time to make recommendations to the Bureau about 
technical questions facing the Bureau’s operating divisions. Technical sub- 
committees now exist in the fields of prices and cost-of-living statistics, indus- 
trial relations, productivity, employment, and wages. 

The membership of the full committee and of the technical subcommittee on 
prices and cost of living is as follows: 

MEMBERS OF JOINT LABOR RESEARCH ADVISORY COMMITTEE, DECEMBER 5, 1950 
American Federation of Labor: 
George W. Brooks, research director, International Brotherhood of Pulp, 
Sulphite and Paper Mill Workers of the United States and Canada, 


Washington, D. C. 
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American Federation of Labor—Continued 
George Brown, research director, Plumbing and Pipe Fitting Industry of the 
United States and Canada, Washington, D. C. 
Frank B. Powers, research director, the Commercial Telegraphers’ Union 
of North America, Washington, D. C. 
Margaret Scattergood, research staff, American Federation of Labor, Wash- 
ington 1, D. C. 
Lazare Teper, research director, International Ladies’ Garment Workers’ 
Union, New York 19, N. Y. 
Florence C. Thorne, research director, American Federation of Labor, Wash- 
ington 1, D. C. 
Congress of Industrial Organizations: 
Solomon Barkin, research director, Textile Workers Union of America, New 
York 3, N. Y. 
Katherine P. Ellickson, associate director of research, CIO Department of 
Education and Research, Washington 6, D. C. 
Otis Brubaker, research director, United Steelworkers of America, Pittsburgh 
22, Pa. 
Woodrow L. Ginsburg, research director, United Rubber Workers of America, 
Akron 8, Ohio. 
Rosalind Schulman, research director, Industrial Union of Marine and Ship- 
building Workers, Camden 2, N. J. 
Nat Weinberg, research director, United Automobile, Aircraft, Agricultural 
Implement Workers of America, Detroit 2, Mich. 
Railway Labor Executives’ Association : 
George Cucich, research director, Railway Employees’ Department, Chicago 5, 
lih 
Carl Huhndorff, research director, International Association of Machinists, 
Washington, D. C. 
_Frank L. Noakes, research director, Brotherhood of Maintenance of Way 
Employees, Detroit 2, Mich. 
Ray J. Westfall, research director, Order of Railroad Telegraphers, St. Louis 
8, Mo. 


MEMBERS OF PRICE SUBCOMMITTEE OF JOINT LAanor RESEARCH ADVISORY 
COMMITTEE 


George Brooks (chairman), research director, International Brotherhood of Pulp, 
Sulphite and Paper Mill Workers of the United States and Canada, Washing- 
ton, D. C. 

Lazare Teper, research director, International Ladies’ Garment Workers’ 
Union, New York 19, N. Y. 

B. R. Seidman, research staff, American Federation of Labor, Washington 1, 
D.C. 

Solomon Barkin, research director, Textile Workers Union of America, New 
York 3, N. Y. 

Katherine P. Ellickson, associate director of research, CIO Department of 
Education and Research, Washington 6, D. C. 

Nat Weinberg, research director, United Automobile, Aircraft, Agricultural 
Implement Workers of America, Detroit, Mich. 

George Cucich, research director, Railway Employees’ Department, Chicago 
B;. 20. 

Albert Epstein, statistician, International Association of Machinists, Washing- 
ton, D.C. 





AMERICAN STATISTICAL ASSOCIATION TECHNICAL ADVISORY SUBCOMMITTEE ON THE 
Prick INDEXES OF THE BurREAU oF LABor STATISTICS, UNITED STATES DEPART- 
MENT OF LABOR 


At the request of the Bureau of Labor Statistics, the American Statistical 
Association formed a technical advisory subcommittee on all the Bureau of 
Labor Statistics price indexes in the spring of 1949. The Bureau felt the need 
of acditional technical advice in connection with work on the revision of the 
Wholesale Price Index and the Consumers’ Price Index. This committee advises 
on such matters as those concerning the basie concepts of the indexes, classifica- 
tions, commodity content and coverage, weighting diagrams, and patterns of 
construction, 
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This committee consists of three members of the American Statistical Asso- 
ciation, who are recognized as professionally competent in the fields of economics, 
statistics, and marketing. They are: 

Dr. Reavis Cox, professor of marketing, University of Pennsylvania, Phila- 
delphia, Pa, 
Dr. Dudley J. Cowden, professor of economics, University of North Carolina, 

Chapel Hill, N. C. 

Dr. Bruce D. Mudgett, professor of economics and statistics, University of Minne- 
sota, Minneapolis, Minn. 

This committee is called to meet at infrequent intervals at such times as the 
Bureau has an important accumulation of materials or questions for review. 

Mr. Ciacur. Very briefly, this interim adjustment we made in 
order to take care of the Korean situation and furnish an improved 
index for the governmental agencies and the Congress and the public 
at the present time. We introduced the rent correction into the index. 
It had grown by this time to 1.3 points in the whole index. 

I won't take the time to explain at this time what that rent correc- 
tion was, but in substance we were 1.3 points too low, so we put it in. 

We put new weights for the different items in the index, and for 
the different groups. Food was too heavily weighted in the old index, 
and it was counting for more in our index than it counts for in family 
expenditures, so we reduced that. We put in some new commodities, 
about two dozen of them—frozen foods, for example, which weren't 
so important formerly, but are now much more important in the family 
budget. 

And finally, we took account of the population in 1950. Some_of 
these cities now count a little heavier, depending on whether they have 
risen more in population than the others. 

Mr. Hotitanper. The various changes tended to offset each other. 

Mr. Ciacur. We worked the rent correction back to 1942, but the 
difference has amounted to no more than a point, so you can see how, 
in such small matters, we exercise a great deal of care to make this as 
accurate as it can possibly be. 

This brings me to my final and major point here, in conclusion. 
In 1948, before retail prices reached their peak in August and Septem- 
ber, the General Motors Co. and the unions, the United Automobile 
Workers particularly, signed a contract for 2 years to regulate wages 
on the basis of this index. 

Now, this is not new in our history. As I indicated, back in World 
War I the shipbuilding wages were regulated by the index, and in 
the 1920's and 1930’s we had clauses in collective bargaining contracts 
providing for this index to be used in one form or another. But the 
General Motors agreement with the unions was unique, in that it put 
cost-of-living wage adjustments into more detail and more precision 
and provided for more frequent adjustments than had ever been 
made before. 

This contract became quite famous soon after it was signed, and 
there was a .ot of attention directed toward it. I may say, however, 
that neither labor nor management rushed in on any bandwagon. For 
the first two years of its operation the General Motors contract was 
copied very little. So I think in some of our minds there was a question 
whether, in May of 1950, it would be renewed. 

I call your attention to the fact that May of 1950 was before Korea. 
In May of 1950, this contract was renewed, and it was renewed for 5 
years with no reopening for wages. In other words, General Motors, 
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having had 2 years of this kind of industrial peace, decided on 5 years 
more. and the result was that this became a long-term contract with 
escalation based on this index. 

Perhaps I should have explained that every change of 1.14 points, 
in the index equals one cent per hour in wages. The 1.14 comes from 
comparing the average wages of General Motors workers with the 
Consumers’ Price Index—that is, the increase in wages since prewar 
compared to the increase in the index. 

At any rate—we don’t carry the index to hundredths of a point, 
by the way; we go only to tenths. 

“Now, this present situation is what gave us our concern about the 
accuracy of the index. When Korea came along, the whole picture 
changed. There began a flood of contracts of this general type. By 
December, the Bureau of Labor Statistics in its Industrial Relations 
Division, where we collect examples of these contracts, had a record 
of over 200 contracts that had been signed covering about one million 
and a half workers at that time, whose wages were geared to that ad- 
justment. 

I am sorry, I should have said one more point. This adjustment 
occurs every quarter year, every 3 months, based on our index. 

As of May of 1951, right now, our guess is that pretty close to 
3,000,000 workers are tied to this index in about this way. 

Now, they aren’t all on this exact General Motors formula, but they 
are for the most part on quarterly formulas, and about one point for 
1 cent. 

Let me show you the problem this creates. A small difference in 
our index, a very small difference in our index has a tremendous 
effect. One cent per hour is $20 a year per worker, provided a man 
works 2,000 hours, which is about a normal working year. So every 
person on this escalator, any time a change of 1 cent occurs, gets $20 
per vear. For 3.000.000 workers that means 860 million in wages per 
year. 

If we want to get astronomical and make a lot of assumptions, we 
can get more spectacular. If this were applied to all 15,000,000 man- 
ufacturing workers, it would be $300 million a year. If you count all 
of the 45,000,000 people in the United States outside of farms who 
work for wages, you would get nearly 1 billion dollars a year at 
1 cent an hour, on a change of one point of this index. 

So that one of the Bureau’s problems is the fact that so much swings 
on what we do that we are faced with more difficult problems than 
we ever had before. 

Now, of course, this leads to public attention, and, of course, that 
leads to criticism of us. If people think that the index isn’t going up 
fast enough now, they are going to be critical, and they are going to 
figure that something we do doesn’t bring it up fast enough. 

Our work is open, I might say, to the public. There is nothing 
concealed in what we do, and people have come down from manage- 
ment and from labor, and have set in with our staff and have had 
instructions from us in just how we do this. Manuals are available 
that explain how we carry it out. 

The point I am making is that this is all open to the public. Of 
course, a person can always find something which, if done slightly 
differently, would make the index higher or lower, and there might 
be criticism. 
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This has essentially created the basic and fundamental problem 
with which we wrestle all of the time: How to make this just as 
accurate as we possibly can. And, of course, finally, it puts some 
limitations on us. In the old days we would revise this index now, 
discard the old one and go on with the new one, and think nothing 
about it. And now we are continuing the old index, at least through 
1951, because a lot of contracts are tied up with it, and unless they 
find a way to get across during this year, there might be some difficulty. 

I just wanted to add that this limits us, because we are conscious 
now of the tremendous weight and importance of the history that lies 
behind us, and of contracts that are based upon the index, of our legal! 
situation, and that, in turn, gives us additional problems. 

Now, Mr. Chairman, I am through. I merely want to say this in 
conclusion, that you are going to hear a parade of witnesses during 
this next week or 10 days, and some critical and some perhaps other- 
wise, hopefully a few, at least. You are going to hear from man- 
agement and from labor and from Government officials, and I am sure 
that they will be talking about the various uses that are made of it, 
many uses that I haven’t even had a chance to talk about today. But 
I just want to say to you, in closing, that I hope IT have conveyed to 
the committee our own feeling of how deeply significant is this work 
we do, and how conscientious we try to be in carrying it out, and 
what some of our problems are in conducting this job. 

Mr. Sreep. Mr. Clague, I have two points that I wanted to make. 

You made reference from time to time to some of the major uses 
being made of the index. Someone on our staff here handed me a note 
which came as a surprise to me, and may to you, and I would just like 
to read it. It said a divorce was won by a lady in Lake Forest, IIL., 
in which the court fixed the alimony with an escalator clause based 
on this index. And when you come to think of it, the courts in fixing 
the amount of allowance for the support of children could probably 
use this as a‘more sound approach than the old idea of the court just 
picking a figure out of thin air. 

Mr. Ciacur. You can think now of what that husband thinks of us. 

Mr. Sreep. If a large number of cases are settled on this, you may 
have something new to worry about. 

For the sake of the record, and the ¢ommittee, to give us a little 
better picture of your organization, I would like for you to briefly 
outline about the number of employees you have, and the size of your 
budget, and the part of your existence that depends on the action of 
Congress each year in your appropriations. 

Mr. Ciacur. Would you like me to summarize that now—and you 
are thinking of the Bureau as a whole? 

Mr. Streep, Of your whole Bureau of Labor Statistics, yes, sir. 

Mr. Ciagur. Mr. Chairman, I don’t have those figures with me, so 
I will speak from memory, and if I might have permission just to 
correct them in the record. 

(The figures referred to have been corrected.) 

Our budget at the present time is $5,685,700 for all of the regular 
work of the Bureau. Now, in addition to this price work, which costs 
us $1,144,618, our budget includes employment statistics and hours 
and earnings, and it includes statistics of housing. We are the ones 
who get out the reports of home building in the United States, statis- 
tics of wages in the United States, and we are the basic agency for 
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collecting wage statistics, that is, wage rates and occupational wages. 

There are statistics of productivity, and output per man-hour, 
industrial relations and strike statistics, and the collective-bargain- 
ing agreements that we have on file, statistics of accidents in plants, 
that is, work accidents in industry throughout the country, and other 
smaller programs. 

In other words, we are basically a bureau of statistics dealing with 
many of the current economic factors in our business world today. 

Mr. Sreep. I particularly wanted for you to show that the price 
index is just one of your functions there, as some people make the 
mistake in thinking that is your sole function there. 

Mr. Ciacur. That is right. And perhaps I should add, before 
you come to that, that the revision of this index which we are carry- 
ing out now is made with special funds, which will disappear when 
the revision is over, and which are not included in our regular budget. 
For the index-revision program, last year we spent about $1,126,000; 
and for this year, about $2,000,000; and next vear we are asking for 
$1,250,000, which will complete that work. 

Mr. Howetx. Did you mention any figures as to the number of 
employees ¢ 

Mr. Cracur. The number of employees on our regular budget at 
the present time is about 1,100, and that includes the employees here 
in Washington, the clerks and the economists who work with us here, 
and the statisticians, and it includes also the employees in our field 
offices. 

I may explain that we collect our information from employers 
for wages, for example; and for prices, from the stores. In general, 
that is done by agents of our Bureau, who go out and visit the store 
and collect the price right on the ground. 

For food prices, we use part-time local people who are not included 
in that 1,100. We will have a local woman, usually, who lives in the 
community, who works about a week each month, say, collecting the 
prices for food, in each of the 56 cities where we collect food prices. 
She may be a former employee of the Bureau, a housewife, a school 
teacher, or somebody whom we train and instruct, and she just goes 
to these same stores every month and collects these prices. That will 
be described again for you tomorrow in more detail, and we would 
like to show you exactly how we carry it out from the very beginning. 

Mr. Streep. I have here the organization chart of the Bureau, and 
I suggest that you add onto here the number of employees and the 
monetary allocations, and submit that sometime later, for our record, 
so that that will give us a clear picture of all of vour different func- 
tions, and about how each one bears on your budget. 

Mr. Ciacur. Yes, sir; I will do that. 

(The chart referred to faces this page. ) 

Mr. Steep. Mr. Howell, did you have any more questions? 

Mr. Howetu. The only thing that occurred to me is this: Are you 
constantly doing some study of the change of buying habits, or do you 
just do that periodically or once in a while? I do not mean that you 
change it all of the time. 

Mr. Ciacur. Yes, we do; or we have been, and we hope to do so. 

T should explain that in the latter days of the war, the House Appro- 
priations Committee suggested that the Bureau should cheek up on 
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prices and find out, for example, whether the prices that were being 
charged by the stores were really what the housewife was paying. 
And so the Bureau instituted a system of checking of prices, which in 
turn also gave us some fe serge on buying habits. We conducted 
studies in a few cities each yea During 1947, 1948, and 1949, we 
conducted small expenditure wd in three cities each year, and 
that is where we got the information to make this interim adjustment 
in the index. 

This gave us some information, but of course, it was limited, that is, 
to such a small number each year. It would have taken us 11 years to 
get around to all of the cities. So that we felt we ought to do it all 
at once here in this major revision that we are now carrying out. 

However, looking into the future, we are concerned about the fact 
that buying habits may change during the next year—1952 or 1953 
Rationing or other types of controls. may be introduced that will 
change the buying habits of people. 

So we do hope that we shall have a more or less continuing small— 
very small—sample of families to just check and see if there are shifts 
that are important enough for us to take into account. 

I would like to emphasize that small shifts in buying habits do not 
cause us any difficulty. The index will be just as good. But if major 
shifts occur, so that, let us say, household appliances are bought by 
substantially fewer people than before, we ought to make an adjust- 
ment. We hope we shall have funds to carry on a survey of a smal] 
sample of families periodicaily, even within the year. 

We are checking up to see what they are buying, and find out 
whether this should lead us to make any changes in the index. 

Mr. Hotitanner. We have another source of this information from 
month to month, as our fulltime price agents go around and collect 
prices in 18 cities every month, and they are constantly in touch with 
the buyers in the stores, all kinds of stores. If there are changes occur- 
ring in what is being bought and sold, they very quickly report it to us. 

Mr. Howetrt. They would be sure to observe that and report it ? 

Mr. Hontanper. We do get the reports constantly. 

Mr. Sreep. I assume in that connection that you take into con- 
sideration the family budget for medicine? 

Mr. Cracte. Yes, sir. 

Mr. Steep. In recent years, we have had many new so-called miracle 
drugs come on the market, and do you have a way of taking that into 
consideration, too? 

Mr. Hotianper. I don’t think we have begun to price any of those 
vet. 

Mr. Cuiacur. But your survey shows the money spent. 

Mr. Hotianprr. Yes. the expenditures for medical care are up 
very decidedly from 1934-36, and they now play a very important 
part in the family budget. As the standard of living rises, there is 
an increase in the amount of medical care. This is one of the things 
people do, when they have more money. They get better medical care. 

Mr. Howey. Have you changed the weight of that in your index / 

Mr. Hotianper. Just recently it was raised. 

Mr. Morton. I think most of my questions. Mr. Chairman, had 
better wait until the details come in. and I am interested in the de- 
tails. I think the problem is more pertinent when they bring out 
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the details, and the method that they use for gaining hese or ascer- 
taining these figures. 

There is one thing. For instance, you mentioned television. That 
has changed buying habits. You drive through a section of the city 
which you consider a low-income section, and you see a lot of television 
antenna, and the obvious answer is that that replaces probably some 
movie or entertainment expense. 

Mr. Ciacue. And some radio substitution, of course. 

Mr. Hottanver. We didn’t reduce that for that very reason. 

Mr. Morron. I understood from your former statement that tele- 
vision affects it, and you put it in, and you do not change the index 
when you put it in, but if television sets go down $50 or up $50, then 
it begins to have some expression in the index, but not until there is 
a change in the price of television, and the insertion of the price of a 
television set does not change the index. 

Mr. Ciacur. That is right, and these recent cuts in television will 
undoubtedly have a depressing effect. By March and April of this 
year we are picking up the price cuts in televiston, which will have 
a mild downward effect on the index, that is, mild because television 
hasn't a very big weight. 

Mr. Steep. Mr. Vail, do you have any questions? 

Mr. Va. In maintaining the cost-of-living index, do you also 
maintain a standard-of-living index ¢ 

Mr. Cracue. Well, we have a four-person family budget which is 
approximately what you are talking about, I think, if I understand 
your question. 

Back in 1945, the House Appropriations Committee asked the 
Bureau of Labor Statistics if we could get some kind of a dollar figure 
that would express what it costs to live, and it was this old controversy 
again about what is a cost of living. The Bureau was instructed 
to go to work to see what it could do in getting the dollars it cost 
a family to live, and so we made a survey over the next two years or 
so, and devised a figure for four persons, a man, a wife, and two 
children in a family. 

And we took, for that purpose, the food that was necessary for 
living. It would take me too long at this stage to go into an explana- 
tion of that, and I did report fully to the Joint Committee on the 
Economic Report in December of 1947. I made a report on that 
budget and showed how we got it. 

Very briefly, I could say this, Mr. Vail, that what we did was to 
take the minimum calories that would be necessary for healthy nutri- 
tion, and then took the kind of foods American families buy, and 
made up a budget showing what it would cost to get that standard 
of living, and what minimum amount of clothing is required, and 
how often we have to have an overcoat. We have a publication of 
the Bureau that sums up all of those things. 

That ends up with a dollar figure showing that it would cost so 
much to rent a house, and to buy clothing, and to buy food in the 
city of Washington, D. C., for a man and wife and two children. 
That four-person family budget is a standard of living. That is a 
cost of a specific standard. 

We tried to make it what we call a minimum standard, but an 
edequate standard, that is, it would be good enough for health and 
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decency and the normal goods that a family would buy, living as a 
wage earner or lower-salaried clerical worker. 

Mr. Forsyrur. How often is that checked, Mr. Clague? That is 
not in the same terms as your index here, which comes out every 
month ? 

Mr. Hotuanper. It is once a year. 

Mr. Morron. If you tied that to your cost of living at the time 
you ascertained those figures, you would still have today an adequate 
figure. 

Mr. Hotianper. That budget needs to be revised from time to 
time as the standard of living changes and new things are put into it. 

Mr. Morron. I would like to have you send a copy of that to my 
wife. 

Mr. Cracur. I have one request to make of you. I wonder if, at 
the end of this testimony, I could put in various kinds of supple- 
mentary materials that I think might be useful, which I might have 
neglected to mention in going through my report. 

Mr. Streep. I want you to do that, along with these other sugges- 
tions we have made here. 

Mr. Cuacue. All right. 

Mr. Streep. The committee will stand adjourned until 10 o’clock 
tomorrow morning. 

(Whereupon, at 12:05 p. m., the hearing was recessed until 10 a. m., 
Wednesday, May 9, 1951.) 
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WEDNESDAY, MAY 9, 1951 


Hovse or RepresENtTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON 
Epucation AND Lapor. 
Washington, D. C. 


The subcommittee met at 10 a. m., pursuant to recess, in room 
429 of the House Office Building, Hon. Tom Steed (chairman of 
the subcommittee) presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; Russell 
C. Derrickson, investigator; John O. Graham, minority clerk; all 
of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 


STATEMENTS OF EWAN CLAGUE, COMMISSIONER OF THE BUREAU 
OF LABOR STATISTICS; MRS. ARYNESS JOY WICKENS, DEPUTY 
COMMISSIONER: EDWARD D. HOLLANDER, CHIEF, PRICES AND 
COST OF LIVING DIVISION; AND MRS. ETHEL D. HOOVER, CHIEF, 
BRANCH OF CONSUMERS’ PRICES, BUREAU OF LABOR STATISTICS, 
DEPARTMENT OF LABOR—Resumed 


Mr. Steep. Mr. Clague, suppose for the record you identify the folks 
that you have here with you this morning, and proceed with your 
presentation. 

Mr. Criacur. Mr. Chairman, I am here myself this morning, and 
Deputy Commissioner Wickens is with me. However, I would like 
this morning to have Mr. Hollander, the Chief of the Prices and Cost 
of Living Division, as the chief witness, and with him we have Mrs. 
{thel Hoover, who is the Chief of the Consumers’ Prices Branch, who 
works under Mr. Hollander. 

And so, with your permission, I will now retreat to the sidelines 
and let Mr. Hollander take over with the demonstration. 

Mr. Forsyrur. Before Mr. Hollander starts, there is one question 
that I would like to ask. 

The committee will remember yesterday I raised a question about 
the weight and the use to which prices of automobiles had been put 
during the war period when they weren’t available. Mrs. Wickens 
answered the question for me, but I was rather confused, and I still 
don’t quite understand it, and I wonder if we could get her to clear 
that point up for me so that the record would show exactly what they 
did with that. 
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Mrs. Wickens. Mr. Chairman, yesterday, in response to Mr. For- 
sythe’s — I tried to indicate that when automobiles ceased 
to be generally available in the market in late 1941, we took them out of 
the index, ais we reapportioned their importance in the index in 
two ways: partly over local transportation of other sorts, but in large 
measure over the balance of the index, that is, we assumed that the 
prices of that part of purchasing power would move like the general 
index 

We reintroduced automobiles into the index again when they be- 

came generally available, in 1946. At that time the prices of auto- 

mobiles had gone up about 24 percent, and the prices of the commodi- 
ties other than automobiles, whose weight they were carrying, had 
gone up about 32 percent. So I am not surprised Mr. Forsythe is a 
bit confused, because IT made an actual misstatement of fact yester- 
day, Mr. Chairman, and I said the index jumped when we put them in; 
and it didn’t, it went down, and I should have remembered that. Be- 
cause the ceiling prices of automobiles had held those prices lower 
than the general level of prices. Hence, there was a slight drop in the 
index, of less than 0.1 of 1 percent, due to that factor at that time. 

Mr. Chairman, since I did make an actual misstatement of fact, as I 
realized as soon as I had finished talking, I hope you will permit me to 
correct that in yesterday’s record when it is available, so no one will 
be confused. 

(The record has been so corrected.) 

Mr. Streep. Yes. 

There is one question I would like to ask in that connection. Of 
course, | suppose there is no official record of it or any actual way 
of showing it, but if my memory serves me correctly, back in 1946 
when automobiles first came onto the market again, there was a very 
prevalent bonus arrangement that was attached to the sale of many 
automobiles, and I do not suppose you had any way of taking that 
factor into consideration. 

Mrs. Wickens. I will have to ask Mrs. Hoover that question. She 
was in charge of pricing at that time, and perhaps she can answer it. 

Mrs. Hoover. We didn’t have any way of taking account of the 
many individual methods that were used to get bonuses for cars. We 
knew about it in many cases, and in some cases it was a $100 bonus, and 
in other cases a $50 bonus, and in some cases it was practically giving 
an old car with no return. But there was no way we could take ac- 
count of many individual cases. 

Mr. Sreep. All right, we will proceed. 

Mr. Ciacur. I think Mr. Hollander can now take over 

Mr. Hottanper. With your permission, may I get up here where I 

can be near the charts? 

Mr. Sreep. You may do that. 

Mr. Hotianper. I would like to go back to something that Mr. 
Clague said yesterday in describing this index as an index of the 
changes in prices of goods and services purchased by moderate-income 
families in large cities. At one time this was the official title of the 
index, and it is still in its entirety the best description. And what I 
propose to do today, essentially, is to take those words and show you 
as best I can how those notions get into a consumer’s price index. 

The index of the changes in prices of goods and services purchased 
by moderate-income families in large cities—that is the description. 
That is why we place so much emphasis on its character as a price 





4 





a 
oa 
| 
4 


CONSUMERS’ PRICE INDEX 37 


index, because, just to emphasize it again, it is an index of change in 
vices. 

What I should like to do, with your permission, is, by the use of 
these charts, to show you how this list of goods and services purchased 
by moderate-income families in large cities, translated into a market 
basket and priced from time to time, turns out to be a price index. 

I would like to start right at the beginning—to take one small seg- 
ment of this index, pork products, and show how this works through. 
to a price index. So if you will follow me through as I go across these 
columns, I think that you will have no difficulty whatever. 

Now, we start with certain products which individual consumers 
buy and consume. These are derived from surveys which we make 
from time to time, which were mentioned here yesterday, and about 
which I will have more to say in a little while. They are surveys of 
what consumers actually buy and what they pay for. 

For purposes of this illustration, I have taken quantities and items 
that were derived from the survey of 1934-36, the last general survey 
of this kind that we did. These are actual quantities for some city, 
and actual prices, or very nearly the prices prevailing at that time. 

Now, this should be thought of asa part of a market basket. What 
we have in the index is essentially a market basket of goods and serv- 
ices purchased by moderate-income, large-city families. 


CuHart I 


HOW A PRICE INDEX FOR PORK IS FIGURED 


FOR THESE § THESE QUANTITIES AT THESE COST THIS | AND AT THESE THEY COST WHICH WAS § AND SO THE 
PRODUCTS: CONSUMED: PRICES: MUCH: PRICES: THIS MUCH: THIS MANY PRICE INDEX 
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(1) (2) (3) (4) (5) (6) (7) (8) 
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OTHER 10.) xX 2b. 312 - (5.68) (268) 
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26.86 65.81 45 
PORK SAUSAGE 10.8 X .25* 2.70 ‘ (6.62) 2481-7 
OTHER PORK 3.2 X 19 = _ 61 * (1.49) (245) roan 
$30.17 $73.92 245 
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What I have here is the pork part of that market basket. These are 
annual quantities consumed by an average family in some large city. 
So that in this market basket of the average family of this city. 
there appear 24% pounds of pork chops, and 15.2 pounds of pork 
roast, and 10.1 pounds of other fresh pork, and so on, down column. 
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At the prices then prevailing, which are these in column 3, this gave 
a total cost for this part of the market basket. In other words, as 
you can see in column 4, the fresh pork consumed by families on the 
average, cost $12.78; and the smoked ham cost $5.72; and bacon, $7.39; 
and the total was $30.17 down here at the bottom of column 4. 

If we wanted to find out how much each of these items of pork would 
cost at some other date, we could go out and price every one of these 
and have in here in column 5 a price entered by every one. 

We did go out and price pork chops and smoked ham and bacon 
and salt pork, and you may wonder at this point why it was that we 
didn’t do it for all of them. What we are trying to estimate, as 
nearly as possible, is the cost of this same market basket of pork 
products at some later date. By dividing one of those, the later one 
by the earlier, we will then get what is essentially the index, since 
the index is only a measure of price change. If we divide this, the total 
in column 6 by the total in column 4, we get a percentage figure 
which is in effect an index, which would say that the price index 
for pork was 245, or that the price of pork has risen 145 percent. 

To put it another way, the price of pork is 245 percent as high as it 
was in this earlier period. 

But you notice that we have only priced four of these items, and 
we have here in column 4 only actually observed the cost of the later 
period for those four items: 244% pounds of pork chops at 75 cents 
per pound, 11.9 pounds of whole ham at 66 cents per pound, and bacon 
and salt pork, and we have actually priced these items for the market 
basket in the later date. 

As I say, we could price all of the items. It would be very ex- 
pensive. There are hundreds and hundreds of items which con- 
sumers customarily buy. So we take advantage of the fact that the 
prices of some of these items move very much like the prices of others, 
and we are trying to group these in what we call price patterns. 
These are price patterns on chart 4. 

For example, we call these a price pattern because you can see 
these moved a great deal together over this period of time. This 
happens to be a period on which we were testing these. Sliced ham 
is a little out of line with the pattern on 1 month. 

We call this a price pattern because the roast pork and pork chops 
move month by month together a great deal. This doesn’t surprise 
anyone who knows anything about hogs or anything about markets 
or anything about going to the grocery store. Our wives could con- 
firm this if we were to ask them about the relation of pork loins to 
pork chops; they would tell you that these things go up and down 
together, because the chops are cut from the loin and they are 
marketed together. 

But you will notice that bacon and salt pork behave very differently 
from these. You will see that if we were to use the price change 
for fresh pork, for pork chops, to estimate what would happen to 
bacon, we would make some serious mistakes; and the same way we 
would make a mistake if we were to try to use any of these to esti- 
mate what happens to the change in the price of salt pork, which is 
comparatively stable and it doesn’t have this pronounced seasonal price 
movement like these others do. 

So, for the purposes of economy and efficiency and speed, in order 
not to spend any more of the Government’s money than we need to 
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do an accurate job, we take advantage of these similarities among the 
movements of prices and price patterns to estimate what these costs 
would have been had we actually collected prices for all these. 

So you see in the case of pork chops, we have already determined 
that this price of 75 cents 1s 268 percent of the price of 28 cents. 
That gives us an index of 268 in column 7. And taking advantage 
of the fact that pork loins and pork chops move so nearly alike, we 
then estimate the cost of the 15.2 pounds of pork roast at the later 
period by using this same percent increase and applying it to the 
earlier costs and getting an estimated cost. That is here in column 6. 

The same way with other fresh pork. So what we come out with 
here in column is a figure which is our best estimate; based on current 
prices of the most important of these items, and the estimates of the 
other items—our best estimate of the current cost of fresh pork in the 
market basket at some nearby time. 

We repeat this process for ham, and we price the whole ham and 
we use the same percent increase to arrive at an estimate of the cost 
of hame slices, and others here in column 6. We take this percentage 
increase and apply it to the costs in column 6, and you notice I have 
parentheses here in column 6 around the figures which are estimates. 
These without parentheses are based on actual price observations, as 
Mrs. Hoover will explain later; and these which have parentheses 
around them are the estimated costs, taking advantage of the similarity 
of price movements among the various items within a price pattern, 
as I have tried to indicate here. 

The final step by which we get the index for pork products is this: 
We have here, you will notice, down to the fourth figure from the bot- 
tom of column 6, we have the estimated cost of this much of the 
market basket at the recent period, and we have the estimated cost 
of this much of the market basket at the earlier period: and when we 
divide this subtotal of $26.86 in column 4 into the subtotal of $65.81 
in column 6, we get this result, which is in effect our index for pork. 

You will notice we have two other kinds of pork down here in col- 
umn 6 concerning which, we do not have any price observations at a 
later date. These are items which, while we feel they are not neces- 
sary to be priced for themselves, are at the same time not closely 
enough related to any one of these price patterns to have any con- 
sistent relationship, or maybe the relationship varies from time to 
time; and still, in order to avoid pricing more than we need to, and 
in the interest of saving money and saving time and getting the index 
out quickly, what we do here in column 6 is to make our estimate on 
the basis of the average movement of all pork products. In other 
words, we have taken the average or composite index of price change 
for all of these items, and we have applied it to the original cost 
of the pork sausage and other pork products in our market basket, and 
come up with estimates of the current cost of those, and add those in. 
And when we come to our final index for pork products, it is derived 
by dividing this figure of $73.92 in column 6, by that figure of $30.17 
in column 4, and getting this index of 245 as a result. 

This, gentlemen, is essentially the basis of the structure of the entire 
Consumers’ Price Index. This is just one little corner of it, and I 
propose to go on from here in a few minutes to show you how we 
build up the entire Consumers’ Price Index; but, if you please, I 
would like to stop here and ask if you have any questions about the 
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way we do this, because I would hope that this could be perfectly 
clear to you in its simplicity, before we go any further. 

Mr. Wier. Do you apply that same formula to the clothing needs 
of that same moderate-income family ? 

Mr. Hotuanver. Yes, sir. 

Mr. Wier. In other words, the shoes and the hats and the dresses 
and the suits ¢ 

Mr. Hotzanper. Yes. I happened to pick pork products because 
it was simple to explain, but we have price families (that is, price 
patterns) of house-iurnishings items, and we will have more to say 
about this price-pattern rel: tionship and how we arrive at it later on. 

Mr. Sreep. For the record, when you speak of a “price family,” 
you are talking about items that have a similarity, and not people? 

Mr. Hotianper. Similarity of price movements, items which have 
similarily of price movements, and there should be quotes around 
the word “family,” Mr. Chairman. 

Mr. Wier. Using the formula of the price “family,” do you not 
run into the variation where probably some of the wealthier people 
buy the cheaper products, while some of the poorer people get up 
into the higher-cost products’ I think that that runs quite true in our 
way of life. 

Mr. Hotianper. I am glad that you asked that question, sir, be- 
cause I guess I have neglected to emphasize one point that I think 
is very important, and that is that when we go out to find out wha 
the families spend in order to get the market basket for the index, 
we do not set ourselves up in any way as the judges of what moderate- 
income families or wage-earner families ought to buy, or what are 
luxuries and what are necessities. What we put into the market 
basket is the average of what people actually do buy. 

Now, we take the average expenditures of a group of moderate- 
income families and just simply average them. It is as though, sir, 
you were to ask me to make an index which would measure the effect 
of price change on your cost of living personally. The first thing 
I would ask you then would be, “Well, sir, what do you spend your 
money on?” Because it is perfectly clear that the things on which 
you spend the most money have the most influence on your cost of 
living, and the price changes of those things will affect you personally 
more than the price changes of things that you do not buy, or buy in 
very small quantities. So if you do not customarily buy yachts or 
diamond rings, then it doesn’t matter, really, as far as your cost of 
living is cone -erned, what happens to the prices of yachts or diamond 
rings; but surely it matters what happens to meat and bread, and 
things that everybody purchases in fairly large quantities. 

So if you ask me to make a price index to measure the effect of 
price change on your cost of living, the first thing I would ask you 
to do would be to make a market basket of everything you spend your 
money on, and then I could estimate, just the same as we do here, that 
if you spend so much on this item, a 10 percent rise in the price of that 
item will add so much to your cost of living; and if you spend half as 
much on some other item, a 10 percent rise in that would affect your 
cost of living only half as much. 

If you and the chairman ask me to build a price index for the two 
of you, | would take your market basket and his market basket, and 
make an average of the two of them. I would add them together and 
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divide by two, and then I would have an estimate of the effect of price 
change on the cost of living of the two of you. 

What we have done here is essentially to take this, not for two fami- 
lies, but for 2 million or 20 million—the whole moderate-income city 
population. We take the average of what they actually buy. 

Now, to the extent that they buy luxury goods, then luxury items 
will be in the market basket; and to the extent that they don’t, then, 
of course, they won't be. 

Ideas of what are luxuries and what are necessities, of course, change 
with time. Things that used to be thought of as luxuries are now 
considered no longer luxuries—I think the Commissioner read yes- 
terday a good example of how green salads were thought to be a 
luxury in the early part of the century, and we take them for granted 
now. 

What is in here is the exact average of what people do buy. The 
examples used in the charts are from expenditures back in the middle 
thirties. 

Mr. Wrer. I come back to the chart—there, which shows the three 
“family” groups, and I am trying to arrive at or trying to have you 
arrive at how you fit family groups into family 1, family 2, or 
family 3. Their spending habits may not be the same. 

Mr. Hotianver. When I speak of these “families” of prices, I am 
just talking about the prices which move up and down together. 

Here is a series of prices that go from February to November. I 
have not put this on chart 5. The actual dollars and cents are not 
here because the chart represents for some city the month-to-month 
changes in the average price of pork loins. That is for some given 
city. And the same way with pork chops. ; 
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When we chart these in this way, we can see that whenever one 
went up, the other went up; and whenever one went down, the other 
one went down. 

It did not make any difference who bought them, and we just took 
the average prices in the store. 

Mr. Forsyrue. You could just as well call that group 1, group 2, 
and group 3, and so on, or you could call it Nebuchadnezzar 1 and 
Nebuchadnezzar 2, and so on. 

Mr. Ho.ianper. It would be more accurate to call them “price pat- 
terns” than “price families.” They are patterns of prices. 

Mr. Srrep. You have grouped them that way merely because those 
particular items follow the same rise or fall pattern in retail prices ¢ 

Mr. Hotianper. Exactly so, sir. 

Mr. Ciagus. Perhaps, in order to nail that point down to be sure 
that it is understood, I might refer to this same chart 5 and repeat 
what Mr. peer penal said earlier. ‘That is, on his pork loin roast there, 
in group 2, and his pork chops, the point is that if we price one of them, 
we have a good estimate of the change in the price of the other one. 
We do not need to collect both of those prices. 

Mr. Streep. Because you have learned through long experience that 
invariably they will rise or fall in the same ratio, together / 

Mr. Cuacur. That is right, by testing and testing. That is what 
we do, as a matter of fact, in the revision of the index that we are now 
carrying on. We test this out to see whether they go together; and 
when they do, the price change of one of them can stand for the price 
change of the other one. 

Mr. Wier. Would you say that is true of beef ? 

Mr. Houanper. Yes; that is right. If you take the various beef 
products and group them into patterns of price change like this, 
you will find much the same kind of thing; that some move up and 
down comparatively rapidly, and some are comparatively slow. 

Mr. Wier. What I was trying to make reference to a moment ago 
was on beef particularly. Most big retail meat shops have grade 1, 
grade 2, and grade 3, and I think Swift, Armour, and all of them— 
grade 1, gr: ade 2, and grade 3. It is not always the family of the 
higher i income that buys the grade 1, as I have observed. Many times 
= family in the low-income group says, “We are going to have a good 

sak tonight, or as often as we can have one,” so he is the man who is 
buy ing the good steaks in the group of what you might call 3 or 4. 

Mr. Houtanver. These aren't classified by the price level. I ought 
to explain that these lines do not mean that, for example, bacon is 
cheaper than pork chops by this much. This is just an illustration 
that the movements are together. Iam sorry, I should have explained 
that. There is no significance to the order of the lines. For example, 
we know sliced ham is more expensive than whole ham. 

Mr. Cracur. I think Mr. Wier is making another point there. You 
could have several qualities of pork-loin roast, and you will have a very 
superior cut and a less good cut, and so on down. 

Now, you do select a ‘certain quality of pork roast for pricing. 

Mr. Hotianper. A standard, medium quality, and Mrs, Hoover will 
explain more about this in a little while. But in general, what we do 
is select the standard, medium quality, and we have some samples here 
in the room of the kind of quality of goods that we do price. 
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Mr. Streep. In other words, if you used grade 1 beef in your first 
instance, you would follow that item on through all of the way ? 

Mr. Hotianver. That is right. 

Are there any other questions, sir? 

I would like to show one further point here, if I may. I have here 
another chart in which you will notice I have the same items, but I 
substituted different quantities, and I want to use this to make a point 
which is really almost self-evident, but one that I think is important 
to emphasize a little bit, and that is, you can see that these prices 
in column 3 of chart 2 are exactly the same as these prices in column 
3 of chart 1, and these items in column 1 of chart 1 are exactly the 
same as those items in column 1 of chart 2, but the quantities in column 
2 of chart 2 are different from those in column 2 of chart 1. So nat- 
urally the total cost of this market basket of pork in chart 2 is different 
from the total cost of the market basket of pork in chart 1. 


Cuart II 


HOW A PRICE INDEX FOR PORK IS FIGURED 


FOR THESE § THESE QUANTITIES AT THESE COST THIS |AND AT THESE THEY COST WHICH WAS AND SO THE 


PRODUCTS: CONSUMED: PRICES: MUCH: PRICES: THIS MUCH: THISMANY PRICE INDEX 
TIMES AS HIGH: 1s: 

(1) (2) (3) (4) (5) (6) (7) (8) 

FRESH PORK LBS. 

CHOPS 530 X $.28 = $1484 $.75 $ 39.77 268 

ROAST 447 xX 25 = 11.18 - 29.96 (268) 

OTHER 26 X 21s $3 - LAr (268) 

SMOKED HAM ‘ 

SLICES 240 X 32+ 7.68 “ 19.51 (254) 

WHOLE 276 X 262= 7.18 66 18.24 254 

PICNICS 2.1 X 22ts 


- p42 (254) 


BACON 385 xX 33 © 67 25.80 203 


12.71 

SALT PORK ; 19 « ; 205 

emer Neale etal a 25 

PORK SAUSAGE 23.4 X 25 = 5.85 - 1457 (249) 
— 2 


OTHER PORK 21 xX 19 = - 1.00 (249) 
$152.51 249 
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It often happens—and this was brought up several times yesterday 
in your questions, as a matter of fact—that even when prices do not 
change a great deal, people will change their habits of consumption 
and expenditure, so that I have made it rather extreme here to show 
when vou have a change from 2414 to 53 pounds of pork chops, and a 
change from 10 peace to 23 pounds of pork sausage. But the point 
I wanted to emphasize is that you can have a situation in which prices 
do not change, but where the quantities of things that people do buy 
do change. 

This brings about a change in the cost of the market basket, but not 
a change in the price index because there has not been any change in 
price. 
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Our effort and our emphasis in this price index, is to measure the 
change in price of a market basket of fixed quantities and fixed qual- 
ities as nearly as we are able to measure this. 

So that the change from this cost of $30.17 in column 4 of chart 1 
to this cost of 873.92 in column 6 of chart 1 is not confused by any 
change in the quantities. You will see that this change comes ‘about 
only because these prices in column 5 are different from those prices 
in column 3 and not because the quantities have changed. 

In the case I have here, the difference between this cost in column 
t of chart 1 and this cost in column 4 of chart 2 is exclusively because 
the quantities have changed. The most diflicult problem of index 
making, and the one about which there is most controversy, and the 
one that you will hear most about as these hearings go on, is this 
problem of keeping the quantities and qualities constant, while you 
measure the effect of price change, and nothing but price change. 

I have drawn this chart up so that you can re: adily see by comparing 
it with chart 1 how by varying the quantities it will also vary the cost 
of the market basket. 

When you get through, you will see here on chart 2 that if you 
start with different quantities you will come out with even a different 
price index, because the difference between this cost figure in column 
6 of chart 2 and this one here in column 6 of chart 1 consists partly of 
the change in prices (these prices in column 3 as opposed to these in 
column 5) and partly because the two sets of quantities are different. 

When you have a situation’ in whieh you have a cost figure for a 
market basket for a recent date and for an earlier date, in which both 
the prices and the quantities are changed, it is impossible to tell what 
the price change has been and what the quantity change has been. 

Mr. Wier. Do I interpret that to mean that a family of five on 
your first chart used so many pounds of pork preducts, and the total 
increased cost over 2 years was so much, and because perhaps he was 
getting some overtime, or something else, the buyer of the family 
increased the allotment of pork for each month, and they bought more 
por k? : 

That would not give him any credit for any points of an mereased 
cost of living? 

Mr. Honianper. The index would not show any effect of his in- 
creased purchases. In fact, it is designed most specifically to show 
only the effect of the change in prices from here in column 3 to here 
in column 5 of chart 1, and for the same quantities; because, as I say, 
if you simply take the cost of his earlier market basket, which is this 
one here in column 4 of chart 1, and compare it with the later one, 
which is here in column 6 of chart 2, you have two kinds of changes: 
His quantities have changed from the first situation to the second, 
and the prices have ch: anged from 28 to 75 cents, and you are not able 
to isolate the factor of price change, which this index is specifically 
and solely designed to measure. 

Mr. Wer. Then the worker would have no claim to an increased 
amount of wage in his pay envelope merely because he changed his 
way of eating a little bit to a better one or more, to eat a little more ? 

Mr. Horianper. I would say he would not have any claim to a 
change in his wage to compensate for pr ice change if there hadn't been 
any price change. There are many other factors that are nec essary 
to be reflected in wages. and this is the way that the workers’ pay 
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customarily reflects the higher standard of living—or the higher 
standard of living reflects the changes in the workers’ pay—because 
as output increases their wages rise, and they are able to purchase 
larger quantities. 

But if you are thinking of a situation in which the employer and 
the union have agreed that workers will be compensated for the 
changes in the prices of the things they buy, then only the changes 
in price should be reflected in that kind of an index. 

Mr. Wier. You are taking me away from my original thought, 
and that is that here is a worker who is getting $50 a week on the 
average, and as Mr. Clague said yesterday, his union is under con- 
tract for 1 cent for every point and a tenth. under that contract. And 
so this worker gets some overtime there, and as a result of the over- 
time it is now $64 he is getting for these weeks. Now. as a result of 
that $64, while they used to buy Government bonds in World War II 
with that extra overtime money, he now says, “Well, we can eat a 
little better, so Tam going to buy at least a big beef roast every week,” 
and perhaps his por ke ‘hops will be grade t pork chops. 

As I understand you, that does not take hin: out at all from the 
index that he has been rated under. He has just moved up in his 
living habits. 

Mr. Cracur. That is correct. 

Mr. Hotianver. That is correct. 

Mr. Cracur. He has now a higher standard of living. The index 
does not show his increased consumption, which is his higher standard 
of living. That is right. It is only a price change that is measured 
by the index. 

Mr. Morron. Certainly, if I may interrupt. this is an index, a meas- 
ure of prices, and it has nothing to do with standard of living. 

Mr. Cuagur. That is right. 

Mr. Wier. I just wanted to clear it up. 

Mr. Hottanper. You have there put your finger on the most impor- 
tant point of this index. 

Mr. Wier. That is where you are going to have trouble from one 
side of the bargaining. 

Mr. Steep. Is it not true that despite the fact that quantities of the 
various items used by the family may increase, that over a period of 
time actually the importance of the weight of that particular part of 
your market basket would reflect it by being changed ¢ 

Mr. Hotitanper. From time to time. 

Mr. Sreep. This it not the whole price index itself, it is just one 
factor in it, and as time goes on that quantity change would have the 
effect of changing the value of this one factor in the whole index? 

Mr. Hotianper. I think I can demonstrate that a little later, sir, 
if that is satisfactory to you. 

Mr. Streep. All right. I believe, however, it would be well, right 
at this point, to reemphasize that we are now talking about pork 
products, and later on you will be able to give us, I suppose, the weight 
that this one factor would have in the final index. 

Mr. Hotianpver. I am about to do that. sir. 

Let me go back to this chart, since I judge from your comments that 
it is perfectly plain what we are trying to do is to measure the effect 
of the changes in prices, holding these quantities and qualities con- 
stant while we do it. 
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We now have an index of the price change for pork and we now 
can say that the average change in the price of pork products from 
the earlier period to the later period has been an increase of 145 per- 
cent. The next problem is to combine that price index with the price 
indexes for other foods and other commodities into the entire Con- 
sumers’ Price Index. So we proceed to do it this way. This is the 
next chart, chart 3. 

Cuart III 


HOW A PRICE INDEX FOR FOODS IS FIGURED 








THESE FOODS WHICH COST THIS COST THIS MUCH AND SO THE 
IN THE MUCH IN THE IN THE LATER PRICE INDEXES 
MARKET BASKET: EARLIER PERIOD: PERIOD: ARE: 

) (2) (3) (4) 
PORK $ 30.17 $ 73.92 245 
BEEF AND VEAL 4466 133.98 300 
LAMB 7.87 21.64 275 
TOTAL MEATS 82.70 229.54 2776 
POULTRY 14.26 28.52 200 
FISH 10.07 35.24 350 
MEATS, POULTRY. AND FISH 107.03 293.30 274 
CEREALS : , , 
DAIRY PRODUCTS ‘ : , 
EGGS ‘ , . 
FRUITS AND VEGETABLES / ; i 
BEVERAGES ‘ . : 
FATS AND OILS P ’ : 
SUGAR ' ' ' 
TOTAL FOODS $465.44 $1047.24 225 


Se 

You will notice that these indexes on chart 3 are for classes of foods 
and no longer individual items, but every one of these groups is ar- 
rived at just as the index for pork was arrived at, and you can see 
that this figure for pork products, on chart 3, $30.17, 1s the same 
one as this figure in chart 1, which goes into the composite index for 
food prices. 

You will also see that this index figure for pork products in chart 3 
is the same as we had in chart 1. 

Now we have in chart 3 a total cost of pork, arrived at by multiply- 
ing the quantities by the average prices at an earlier date, just as I 
have showed you, and a comparable one for beef and veal, and for 
lamb, and so we get a total cost for the meat market basket in the 
earlier period, arrived at just exactly the same as I showed you in 
the case of pork. And the total cost for the meat market basket in 
the later period is arrived at just the same as in the case of pork. 

So that when we add up these costs in column 4 and add these up 
in column 6 of chart 3, and divide this total in column 4 into that 
total in column 6, we get an index for all meat products. This is 
just another way of saying that the average cost of these meats in 
these quantities. the average cost of this market basket of meat, has 
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risen 177.6 percent. That is what this index number means. The 
index is 277.6 percent as compared with 100 in the base period. 

We combine them, then, with the cost of the market basket for poul- 
try and fish at the earlier date, and we get a composite or an average 
index for meat, poultry, and fish, which is one of the 1 major parts of 
the food index. ‘That is shown in chart 3. 

I am not going to bore you by showing you how we go through the 
rest of this, but you can see here on chart 3 are the rest of the kinds 
of food, and each of these has a cost in the earlier market basket 
and a cost in the later market basket, and each has an index. When 
we get through we have the total cost of the food-market basket at 
the earlier period at the bottom of column 4 divided into the total 
cost of the food-market basket at the later period, bottom of column 6, 
to get an index for all foods, which says that the average cost of 
this market basket of food, still constant quantities and qualities, 
between these two periods has risen by 125 percent. This is shown 
at the bottom of column 7. This figure, by the way, is very nearly 
what the food index is today. 

Are there any questions, sir? 

Mr. Wier. Is that a realistic picture that you have there, the dif- 
ference between these, the food basket of $465 and the one of $1,047? 

Mr. Hotianper. If you think of these as the mid-thirties, this 
index is almost what the food index is as of this month. 

Mr. Wier. Just off the whole picture for a moment, is it the food 
items in your index that have increased the greatest, or is it the cloth- 
ing or other items? 

Mr. Hotianver. It is pretty much food. I have that on the next 
chart, sir. 

Mr. Wier. The reason I asked that is because we are walking into 
that in the House now. The agriculture bill is up for consideration. 

Mr. Hontuanper. Yes, sir; it is food, more than most things. 

Mr. Ciaeur. If I may interrupt you, you will notice that the meat 
index up there is much higher than the food index, meats having 
gone up more. 

Mr. Wier. Show that to Mr. Steed, from Oklahoma and Texas. 

Mr. Hotianper. We come to chart 4 the final step in figuring the 
Consumer's Price Index, and we now have gotten as far as the index 
for food, which is the one I have just shown you. These costs on 
chart 4 are the same as the ones that we had on chart 3, the $465 in 
the earher period and $1,047 in the later period, and this index figure 
of 225 on the fourth row of chart 4. 

These are the other kinds of commodities, or classes of commod- 
ities and services in the index. At the present time, we do not price 

restaurant meals, as such. We have found that restaurant meals in 
general move very much the way food in grocery stores moves, and 
so we have used the same index to get an estimate here in column 3 
of chart 4 of the cost of restaurant meals today compared with the 
cost in the earlier period. But the rest of these figures in column 3 
of chart 4 are all arrived at in the way I have shown you. 

The fuel bill and the house-furnishings bill, and the automobile 
transportation, and other transportation, “and all of the rest of these 
in columns 2 and 3 give a total cost of the market basket of the earlier 
period, and our best estimate of the total cost of the same market 
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Cuart IV 


HOW THE CONSUMERS PRICE INDEX IS FIGURED 


THESE CLASSES WHICH COST THIS COST THIS MUCH SO THE 
OF GOODS MUCH IN THE IN THE PRICE INDEXES 
AND SERVICES: EARLIER PERIOD: LATER PERIOD: ARE: 
(1) (2) (3) (4) 
FOOD PREPARED AT HOME $465.44 $1047.24 225 
FOOD AWAY FROM HOME 46.55 104.74 (225) 
APPAREL 160.15 317.10 198 
HOUSING 259.29 344.86 133 
FUEL 108.11 154.60 143 
HOUSEFURNISHINGS 60.6! 125.46 207 
AUTOMOBILE TRANSPORTATION 87.31 172.00 197 
OTHER TRANSPORTATION 38.55 60.91 158 
PERSONAL CARE 30.75 57.81 188 
MEDICAL CARE 59.86 90.39 151 
REGREATION 82.05 136.20 166 
HOUSEHOLD OPERATION 58.40 92.27 158 
OTHER _ 63.92 103.55. 162° 
TOTAL $1520.99 $2807.13 184.6 


see 

basket today. And here is the Consumers’ Price Index, which is the 
result of those, 184.6. That is dividing this total of column 2 into 
this total of column 3 | indicating }. 

This is essentially all there is, Mr. Chairman, in the structure and 
the method, in the Consumers’ Price Index. 

Mr. Wier. Does that fuel item cover coal, gas, and oil? 

Mr. Hlotnanper. Yes, sir. 

Mr. Wiser. All three heating substances ? 

Mr. Hou.anper. All kinds of he: iting, and until recently it even 
covered sawdust in the Pacific Northwest. 

Mr. Sreep. To clear up the record, these prices you now show 
on this chart, the quantities and the total prices in the budget, you 
got from actual interviews with families that actually bought these 
items in this ratio of quantities ? 

Mr. Hoinanper. Yes, sir. I will have some more to say about that 
later on, and as soon as you feel that I can go on to that. 

Mr. Sreep. In other words, the weight that each one of these items 
now has in the chart was determined by the over-all average of 
what families actually spent their money for? 

Mr. Hotianper. It goes back, sir, to these quantities and these 
prices, and these costs, chart 1 which are the averages of the expendi- 
tures of moderate-income families in large cities at the time of the 
survey. Which has been used as a base. 

Mr. Derrickson. I can’t help but be struck by that figure on hous- 
ing. According to that, if that is a pretty accurate figure, that would 
indicate that housing has gone up 33 percent since the period 1935-39. 
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Is that so? I wonder if it strikes the rest as being correct, according 
to what we think and feel about housing. 

Mr. Hotianver. I would like to explain that a little bit. Maybe I 
went over it too fast, and we will have more to say about this later on, 
but for now, let me say that our index on housing is based entirely on 
pricing of the rents of identical sample dwelling units, from month to 
month, and from quarter to quarter, ever since the base period at the 
end of the 1930’s. And what this says is that the average rent of rented 
dwellings, houses, and apartments in large cities, has risen by 33 
percent since the late thirties. 

What we do not have in this figure is this: We do not have any 
prices for the costs of homes that are bought by the owner. Up until 
the time of rent control, you see, there was a long period in which 
the best estimate of the cost to the home owner, of occupying his 
house, was what he could rent his house for if he rented it. 

If you ask me, in the time there was no rent. control, “How much 
rent do you pay for the house that you own and occupy?” The only 
answer I can give you is, “Well, if I rented this house 1t would bring 
me so much, and so I suppose that is the amount of money that it is 
costing me to live in it myself, instead of renting it out to someone.” 

So, coming back to our notion of price patterns or these “families” 
of prices, the average price of rent was the best estimate we could make 
of the average cost to the home owner of occupying his own home. 

Now, we have had some troubles with that since rent control. Par- 
ticularly, you now have a situation in which some people who own 
their homes at prewar prices are paying the equivalent of very low 
rent, just like people who live in houses that were rented before the 
war and have been protected by rent control. And other people who 
bought houses that were purchased at high prices after the war are 
paying themselves a very high rent, just as people who live in apart- 
ments and rent houses that were built after the war and which are not 
controlled. 

So we really have two levels in the economy, now, of housing costs. 
That is, the people who live in prewar houses that were rented or 
bought at prewar prices, and those who live in postwar houses that 
were built or bought at postwar prices. This represents a composite 
of the two. 

Mr. Vai. You had a much lower level of rents in the 1930°s than 
you did in the 1920's, did you not ? 

‘Mr. Hotitanper. Yes, sir. The reason this often strikes people as 
it does you, as being low, is because many of us have in mind the very 
high sales prices of houses that have been built since the war and 
the very high rents on some of the houses and apartments that have 
been built since 1947, and on which there is no rent control. We 
forget how many people there are—and what a very large fraction of 
the total population—live in houses which were bought or rented at 
comparatively low prices, like the one I live in. which was built in 
1941, or even those built in the late 1930°s and the 1920s, at prices 
much below these, and whose owners if they oceupy them are getting 
a bargain. 

Mr. Derrickson. I have still one further question. In this period 
which came in since the war and during the war, and especially since 
the war, we have many young workers who get married and want 
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families, and they leave their families and they have got to find hous- 
ing. They are in that second group that you mentioned, that is living 
in the postwar housing. Is that factor being taken into consideration 
during this survey that you are now in the process of making? 

Mr. Hotianper. Yes, it is. And I might add even more, that we 
recently made a correction in the index for the fact that the index 
of housing costs did not take into account this differential between 
the prewar and the postwar housing. The rent index was recently 
raised by about 7 points from about 125 to 132, to take account of 
that. 

Mr. Wier. Let me ask you one question related to the question of 
the automobiles a few minutes ago. Most of these families in the 
bigger cities that you desire to get a cost of living index from, lots 
of them live in apartments. In recent years, with rent control and 
the landlord feeling that he was getting the worst of it, there have 
been many propositions that, “I can’t charge you any more rent, and 
as long as I can’t, I am not going to make any repairs, wallpapering, 
painting, or plumbing in your apartment, and therefore, if you want 
it, you pay for it.” 

Now, I think that there is an enormous amount of money that has 
been paid by tenants which ought to'be part of their rent, and that 
is in the final analysis. 

Mr. Houianper. You have put your finger on one of the weaknesses 
of the index. This figure does not take into account the additional 
cost of tenants in making repairs which formerly were made by land- 
lords, and it is one of the things that we have no way of pricing and 
getting into this. But you are quite correct in the point that you 
make. 

Mr. Forsyrure. What you are saying is that that is lower than it 
should be, were that factor taken into consideration, but you do not 
know how to arrive at an exact figure above that ? 

Mr. Hotianper. That is right, and our impression has been, from 
what evidence we have, that it is not a great figure, if you put it into 
dollars and cents and work it into the index. But in any case, we have 
no way of measuring it. 

I might say, Mr. Chairman, that there are a number of things of this 
kind, some which influence the index in one way and some which 
influence it in another, that find their way into the index which you 
cannot measure. You have put your finger on one of the important 
ones, 

Let me cite another one. In the house-furnishings index here, on 
chart 4, we have the increase in the prices in this 207 percent, and we 
had the increase in prices of household appliances. Now, this shows 
in the main the full amount of the increase in the price of a refriger- 
ator of a given size, let us say 7 cubic feet, since the late 1930’s. We 
know for a fact that this refrigerator that you buy today at, let us 
say, double the price, just for example—and I don’t know that they 
are—is a much better refrigerator than you bought in 1937. In this 
sense, it is better in that it refrigerates better, that the amount of elec- 
tricity required to keep a cubic foot of refrigerated space at 37 degrees 
in an outside temperature of 75 degrees is much less than the electricity 
required to do that 15 years ago, because it is a more efficient re- 
frigerator. 
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We have no way of measuring the increase in the quality of that 
refrigerator, and we just know it has gone up in price year after year, 
and most of it, we believe, is genuine price increase, but there is mixed 
in with that a change in quality. You are buying a better refrigerator 
at a higher price. 

So in the same way that you mentioned that the housing index is 
too low, this house furnishings index is probably somewh: tt too nigh, 
but we have no way of putting a dollar value on that increased ef 
ficiency. 

- There are things like this throughout the index, and you never can 
- get, over a long “period of time, exact identity of the quality, just 
hecause markets change in their technological improvements. We 
do the best we can to segregate the price change from all other factors 
of quality and quantity, but we are not able to do it exactly. 

3 Are there any other questions # 

P Mr. Chairman, I would like to take a few minutes if I might, to 
talk about this revision that Mr. Clague referred to yesterday. 

You see, we are still using, or until very recently we were still using 
the quantities from the 1934-36 survey of consumers’ expenditures in 
our market basket. 

Now, we know for a fact, because it is common knowledge, that 
there have been important changes in the expenditure patterns since 
that time. I don’t have to elaborate on this point. Television is 
an obvious one, but there are much move subtle and important ones 
than television. There are changes in the quantities of certain foods, 
the trend toward a higher quality diet and better nutrition because 
people have more money. In general. there is a higher level of living, 
which would be reflected in both the quantities and the qualities of 
the things that go into the index. 

So we were advised by the Mills committee during the war and 
immediately after the war, as Mr. Clague has said, and we set out to 
find out what had happened to the expenditure patterns and consump- 
tion patterns in those 15 years of vastly changing prices and incomes 

In 1949, we came to the Congress and asked for authorization and 
funds to do a complete revision of this index, in the sense of going out 
and rebuilding the market basket and retesting these price patterns 
or price “families,” and modernizing the index. 

This has to be done every 15 years or so, as is found in all countries. 
The British neglected their index for too long, for 30 or 40 years, and 
had to serap it and start all over again. But we have found by talking 
to our counterparts in the United Kingdom and the Scandinavian 
countries and Canada and Australia, that they have the problem of 
keeping the market basket up to date in times when there are changes 
in consumption habits. So we do not regard this as any reflection on 
the quality of the index, but just the fact that good statistics making 

requires you to keep a machine like this in good running order, or it 
will fall into a sad state of disrepair, 

So the Congress authorized a 5-year program, of which we are now 
completing the second vear, and I would like to say just a few words 
about the nature of that program, and tell you a little about what we 
have done on it.. 

The first thing that we had to decide was to revise the market basket, 
and it isn’t the first thine we do but it is the first thing we had to 
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decide, because it is basic to everything else. And this requires a new 
survey of consumers’ expenditures. We are now in the process of 
doing that, of actually making that survey, and it will be finished the 
end of this month. We have been doing it for the last 3 months, and 
I have here, and I would like to pass around later, some samples of 
the returns that we have gotten from this. These are copies from a 
single family, from one family, but it is an actual return. 

The second thing we had to do was to test the price patterns, or price 
“families.” One of you gentlemen mentioned a while back that these 
things change, and that is correct. This chart I showed you, of the 
price patterns for pork, is drawn from some experimental work we 
have done, and these months are from 1950, and this is part of this big 
program to test and revise these things. 

We find that these relationships do not necessarily stay put, and 
that some things that we have been assuming were related, closely 
related, are not. 

For example. we have been using the changes in the price of oranges 
to estimate the price of lemons. and we find that this is not a very 
good estimate: that lemons and oranges do not move the same, and 
this is not surprising since they are used so differently. They are 
both citrus fruits. but the uses are very different, and they are bought 
very differently and priced differently. So the second part of our 
revenue program is testing and redetermining these price patterns. 

We have to look to the quantities in the first plece, and in the 
second place we have to look to the accuracy of the price patterns. 

Then we have to reexamine the cities which are included in this 
index. There are now 34 cities for which we collect prices. But 
these are not a good sample of cities of the United States, because they 
are all large. and one of the things we most need to do is to get into 
small cities. All of these cities we have are approximately 100,000 
and bigger, and we are now experimenting with the possibility of 
including in our index a sample of cities of 50.000 to 100.000, and 
cities of 25.000 to 50,000, and cities down to 2,500. In other words, it 
is to get down to the smallest urban place, 2.500, so that we can 
more truthfully say that this is an index which represents urban con- 
sumers, in all cities. regardless of size. 

As Mr. Clague mentioned vesterday, this was one of the recom- 
mendations of this Advisory Committee of the Statistical Association 
during the war. 

Finally—I won't dwell long on this one, but it is very important 
in our work—we have to reexamine the methods we use. The science 
of statistics has developed enormously in the last 10 or 15 years, and 
we want to be sure that we are taking advantage of the efficiencies 
and the developments in statistical methods. TI won't pursue this any 
further except to say that it is astonishing what the savings in time 
and money can be. and what improvements in accuracy can be gotten, 
by teking adavntage of modern statistical methods. 

We have on our staff two or three of the very best statisticians to be 
found anywhere, who are working with us on this problem. 

Mr. Clague mentioned to you vesterday that when the war started 
in Korea last summer we decided that we really ought not wait until 
the middle of 1952—which was the time we scheduled for the com- 
pletion of this revision—before we made some improvemhents in the 
index. So, during last fall we made some adjustments intended to 
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correct some of the things that were most amiss with the index, and 
to anticipate the results of the revision, the comprehensive revision, 
to be completed next vear. 

We had a certain amounts of data from which we could estimate 
some very good approximations to the revisions that will take place 
next year. So this is what we did during this past fall, and these 
changes were introduced into the index announced in January, and 
were carried back to January of 1950. 

So the index for all of last year and for all of this year is on this 
adjusted basis, incorporating some very definite improvements which 
we felt were urgently necessary. 

One of those was one I have mentioned jus: now, a correction in the 
rent index, which was an understatement by about seven points. 
Others were to make some estimates of today’s market basket, and we 
didn’t have detailed figures such as those we will have when we get 
through with this big expenditure survey, but we were able, on the 
basis of information we had collected in the past several years, to 
estimate a correction of what we thought were the worst discrepancies 
in the market basket. 

For example, we had much too much coal and too little fuel oil 
in the index, because the market basket goes back to 1934 and 1936 
when fuel oil was much less common, and we had to change the 
quantities of fuel oil to be more like those now consumed. 

In other ways, of which that is typical, we had to make some ad- 
justments of the mest out-of-line of these quantities in the market 
basket. We anticipated, as I say, the result next year. 

Now, we think that this is a very much better index, this adjusted 
index, than the one we had before, but because there are so many con- 
tracts which have been signed and are now being based on the old 
index, we continued to publish both of them for the time being. 

Mr. Howetn. Did you say a little while ago that you had not 
changed the quantities of any of these things from 1934 or 1936 up to 
very recently ? 

Mr. Houtianper. Up to this adjustment that I am talking about, 
ves, sir, except, of course, the temporary changes during the war. 

Mr. Chairman, that concludes what I intended to say. I was told 
that you wanted to recess at 11: 15. 

Mr. Streep. They are now ringing for a quorum call, and we will 
have to go over and answer that. 

We will recess at this time until 9:45 in the morning. 

(Whereupon, at 11:10 a. m., the hearing was recessed until 9:45 
a.m., Thursday, May 10, 1951.) 
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THURSDAY, MAY 10, 1951 


Houser or RepreseNTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON EpucatTion anpD Lapor, 
Washington, D.C. 

The subcommittee met at 9:45 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed (chairman of the sub- 
committee) presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk, John O. Graham, minor- 
ity clerk; John S. Forsythe, general counsel: David N. Henderson, 
assistant general counsel; Russell C. Derrickson, investigator; all of 
the Committee on Education and Labor. 

Mr. Streep. The subeommittee will be in order. 


STATEMENTS OF EDWARD D. HOLLANDER, CHIEF, PRICES AND COST 
OF LIVING DIVISION, BUREAU OF LABOR STATISTICS; AND MRS. 
ETHEL D. HOOVER, CHIEF, BRANCH OF CONSUMERS’ PRICES, BU- 
REAU OF LABOR STATISTICS, UNITED STATES DEPARTMENT OF 
LABOR—Resumed 


Mr. Streep. Mr. Hollander, will you proceed again this morning ? 

For the record, you might state those of your staff who are here 
with you. 

Mr. Hotitanper. My name is Edward D. Hollander, Chief of the 
Price Division of the Bureau of Labor Statistics; and this is Mrs. 
“thel D. Hoover, Chief of the Consumers’ Prices Branch. I think 
the two of us are the only ones who will be heard this morning. 

I would lke, if I may, to pick up where I left off. Mr. Chairman, 
yesterday, on a couple of points which I think would be of interest 
to the committee. 

You may have heard, and you certainly will hear from time to 
time throughout the hearings, about the question of how we man- 
age to substitute one thing for another in the list of things we price 
in the index. After all, markets in this country do not stay put; 
they change. And the economy being so dynamic, and people’s tastes 
being subject to change, we find that in the retail markets of this 
country there are decided shifts in consumers’ preferences. One 
article which is common and very much in demand at one period of 
time may disappear; or more often some article which was not known 
or which was not very popular, comes on the market and becomes 
very popular. And so we are constantly in the position of having to 
check over the list of goods and services that we price, to be sure that 
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those which we are pricing are those which consumers are actually 
buying at the time. 

Sometimes we run into a situation in which we find by checking 
these price patterns that these two kinds of meat, the prices of which 
have changed so similarly over a period of time, for various reasons 
no longer change the same. And so, we are not able to make any 
estimate of the price change of one from knowing the price change 
of the other. So we may have to price these two things separately in- 
stead of estimating one from the other. 

These are some of the reasons why we find it necessary from time to 
time to change the items that are priced month after month for the 
index, 

When we do that, the problem is, as Mr. Morton raised the point 
the day before yesterday, to do this without having this change the 
level of the index. We would not, after all, want the index to go up, 
in the absence of a price change, because we decided that we would 
have to price both pork loin and pork chops. This is not an increase 
in price and not an increase in the cost of living, either one: it is 
simply a change in the way in which we price for this index. 

Let us suppose, for instance, that this is what happens, and that 
pork chops and pork roasts no longer move up and down together, 
and we find that instead of estimatine one from what we know about 
the change on the other, we have to price that separately. 

Now, in this case, we decide that instead of estimating the price of 
pork roast, we actually price it. And so, we might have in here in 
column 5 in chart IT in the following month a price which would give 
us a new total cost for fresh pork; and this total, you can see, would 
make the index go up and down, depending upon whether the price 
of the newly priced commodity goes up or down, after we introduce it. 

The introduction of it into the price index would not change the 
index at all. The procedure we use is such that only as the price of 
that commodity changes from that time forward would its presence 
in the pricing list make the index move up or down. 

Mr. Wrer. Let me ask you this: In those changes that you just 
mentioned, where there is a fluctuation in some of the food necessities, 
how and when do you arrive at a determination that we have got to 
individually price these two articles that we formerly have been 
estimating ? 

Mr. Hotianper. We are constantly checking, in one way or another, 
the relationships such as those I have shown on the chart, and when 
we find that these lines no longer move parallel—— 

Mr. Wier. How do vou find that out ? 

Mr. Houianper. By trial pricings. For example, we may have in 
the index two kinds or perhaps only one kind of chicken. Let us say 
we have only roasting chickens in the index, and we find that frying 
chickens are becoming increasingly popular and we want to know: 
do the price changes of roasting chickens and frying chickens move 
together, or do they have different movements, either over long pe- 
riods of time, or even perhaps seasonally? Perhaps they have differ- 
ent seasonal movements, which is altogether possible. 

So what we do is to make some test pricings of things in which, 
for example, we might go out in this case and price loin roast, as we 
did last year from February to November, to check whether in fact 
our earlier conclusion that these two things moved together in price 





if Maas apc haat Se 


CARs aaa 





PMB Astle cee UD) 


retiree MS Rie ibs Smt Loe 














Ree et ete ae 





ape ae Oa 


{ise Haase 








CONSUMERS’ PRICE INDEX 57 


is correct. If we find they don’t, and if this is an important item 
in the list of goods and services bought by city families, then we will 
have to price it separately. 

An example of the kinds of things that occur in this same group of 
products, pork products, is what has happened to some of the variety 
meats, luncheon meats and Spam and sausages, and frankfurters, 
which used to be included in some of these other pork product classes, 
and now we find more and more need to price them. 

Mr. Wier. Then let me ask you this: Assuming that there is appar- 
ently a differential between the frying chicken and the roasting chicken, 
or the pork and the pork loin, do you issue a directive to these 28 or 
38 cities to make a test, or how do you organize that revision ¢ 

i Houianper. Every month—— 

Mr. Wrer. The reason I ask you that, it might be done in one city 
and not in another city. 

Mr. Houtianpver. That is quite true, and every month we issue to 
our price agents who are in the various cities of the country—in the 
case of the foods, 56 different cities where we price each month—we 
issue to them the instructions for the pricing in the following month, 
and as part of these instructions we may tell all of them or some of 
them to price certain products which normally they don’t price. 

Now, depending on what we know about differences from city to 
city and from month to month, we do this as economically as we can. 
Sometimes we will ask to have certain things priced only in half of 
the cities and every quarter; and sometimes in every city every month. 
That depends on how much we have to know in order to make that 
decision. 

We always have the question of sampling before us, and we are 

always eager to sample economically, if we can price less than all 
regul: ir reporting stores in all 56 cities every month, we try to do this. 

Mr. Wier. Let us take a city like Chicago, a big city with a very 
diversified population. Do you make your contacts in various parts 
of the city? 

Mr. Hotianper. Yes; all over. 

Mr. Wier. You hit various parts of the city for the pricing index? 

Mr. Hotianver. I ought to qualify this to say that in the case of 
foods—and Mrs. Hoover will have more to say about this later this 
morning—I can say generally, in the case of foods, we price in stores 
all over the ¢ ity, and we take stores in every area of Chicago or Min- 
neapolis or whatever the city might be. 

In the case of some other articles, we price in the downtown sections 
primarily. That is, clothing and house furnishings particularly. 
And we have been making some tests recently to see ‘whether the re- 
sults would be different if we had priced in neighborhood stores and 
suburban stores as well. We haven’t really got the final conclusions 
of this, but the general impression I have from the early results of 
this experiment, in Chicago specifically, to see about the suburban 
and outlying areas, is that the results would not be v very different in 
most commodities if we did price in the suburban and outlying areas. 

Mr. Wier. Do you mean to say by that that those people who think 
they are getting a bargain downtown in the Loop stores, in reality 
or not, over the suburban stores? 

Mr. Hotnuanper. We are only talking about the price change, and 
not whether the prices are higher or lower in the downtown or out- 
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lying sections, but whether they move up or down faster or slower. 
In some kinds of commodities we find there is a difference in the price 
movement, but in general not. 

Mrs. Hoover can answer more detailed questions on this than I can, 
Mr. Wier. 

Mr. Morron. I think we always keep getting off the track here, that 
this index is an index of change and not of price. Now, if in Lake 
Forest the prices are here and in the Loop they are here [indicating], 
the point they are interested in is, when the price in the Loop goes up 
10 percent, does the price in Lake Forest go up 10 percent at the same 
time, and they are not trying to establish the fact that Lake Forest 
may have a differential. 

Mr. Wier. I was trying to get that information. 

Mr. Morton. It is an index of price change. 

Mr. Hotianper. That is quite correct. 

I wanted to come back for just a moment, Mr. Chairman, to this 
point about the way the things get in and out of the index, particularly 
the way things are introduced in the index. 

If, as recently occurred, we decide that it is necessary to price baby 
foods, prepared baby foods, because they have become very important 
in the family expenditures, much more important than they used to 
be, then we look to that part of the index where the expenditure for 
baby foods is listed, and instead of estimating it, as we do here, we go 
out and price it and use its own price as the measure of price change, 
rather than estimating the price change from some other article. 

Mr. Sreep. Then it would come into the field of being an estimated 
price until you carried it there a sufficiently long time to develop a 
certain trend? 

Mr. Hotianper. Well, specifically, when this happens, it is, at the 
very earliest, the month after the article is first priced before its price 
van change the index. That is why it is possible for us to say, and 
correct for us to say, as we do, that when we put articles into the pric- 
ing list and take them out, we do it in a way so that the introduction or 
deletion of the article does not affect the level of the index. The move- 
ment of the article after it is put in does affect the index. 

There was one other point which was often raised, and which might 
be of interest to you. I see there is a clipping in the New York Times 
this morning that the dollar is worth 55 cents. It says: During the 
war there was a song that went to the effect that “A dollar ain’t a 
dollar any more.” 

Well, these figures that you read from time to time on the purchasing 
power of the dollar are figures derived from this index, and they 
simply are turning this figure, so to speak, upside down. It simply 
says that whereas the index here says that in this month, whatever it 
was, it cost $1.846 to buy what cost $1 in the earlier period, the purchas- 
ing power of the dollar is arrived at from this index simply by turning 
that around and dividing $1.846 into $1; so that if the index were 200, 
for example, the purchasing power of the dollar would be 50 cents, 
based on this earlier period. 

It simply means that what you pay a dollar for now could have 
been bought for 50 cents or 55 cents in some earlier period, in this case 
the average prices of 1935-39. And when this says the dollar is only 
worth 55 cents, it means that what 55 cents would have bought in the 
late 1930's costs $1 today. 
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Arithmetically, it is simple; when you divide this index figure into 
100, you get that, because this is larger than a hundred you get a fig- 
ure of less than $1, of course. 

You will often see this referred to, the 50-cent dollar and the 55- 
cent dollar, and this is what people mean when they say that. 

Now, Mr. Chairman, if I may, I would like to place before you 
copies of the releases which we put out each month, so that the mem- 
bers of the committee—this happens to be the one for March of 1951— 
so that the members of the committee can see exactly what it is that 
is released. 

Mr. Streep. We would be glad to have that for the information of 
the committee. 

(The supplemental information furnished by the witness was ac- 
cepted by the committee, and is available for reference. ) 

r. Hotianper. You will see the release contains a summary of 
the changes which have occurred in the month that is being reported 
on there, and the changes that have occurred since the preceding 
month; and if you will notice in the tables, you will see that there 
are index numbers given for the average for the cities of the United 
States, and an index number for each of 18 cities. 

This goes back to the statement that Mr. Clague made the other 
day, that there are 10 cities which we price each month, and 24 cities 
which we price once a quarter, one third in each month of the quar- 
ter, so that in any month the index is based on 10 cities plus 8 of 
the 24. 

Table 1, you will see, gives the indexes for the major categories that 
T have already described here. Now, each of these means that the prices 
of these products, on the average, were this percent higher than the 
average for 1935-39. 

I would like to call your attention particularly to something which 
I am sure you haven’t misunderstood, but which is one of the most 
widely misunderstood facts about this index. 

You will see that the index for Baltimore was 188.6, and the in- 
dex for Birmingham was 190.6, and this does not mean that prices 
were higher in Birmingham than they were in Baltimore. It means 
that since the average of 1935-39, the prices have risen more in Birm- 
ingham than in Baltimore. It doesn’t say anything at all about wheth- 
er they are higher in Birmingham than in Baltimore, and we can’t 
tell at all from this in which place prices are higher. This is as Mr. 
Morton has emphasized an index of price change, and the highest in- 
dexes are in those cities where prices haven risen most, and the lowest 
indexes where prices have risen least. 

You will notice on the extreme right-hand column of table 3, on 

vage 5, the “Old Series.” This is the series referred to several times 

freliste, before the adjustment made last January. It is carried in 
these releases for the convenience of those companies and unions which 
have contracts still based on it. 

I wanted to call attention particularly to pages 10 and 11, where 
we published the average prices of these important foods for 56 cities, 
the 56-city average; and, on the facing page, indexes for the prices of 
foods for 22 cities in which we collect only food prices. We do not 
collect. prices of other commodities at those points. This information 
is the information which goes out every month to about 15,000 people 
who are regularly on our mailing list to see this. This is the beifeicinn: 
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tion which you will see published in the Economic Indicators, which 
I believe is made available to each Member of Congress every month 
by the Joint Committee on the Economic Report. — 

You will find these figures cited in the publications of the Depart- 
ment of Labor and the Department of Commerce, and always, of 
course, in the Economic Report of the President. 

These are the figures on which the settlements are made on the con- 
tracts in which wages are adjusted according to movements of this 
index. It represents a summary of about all of the information that 
we have and put out. 

Mr. Forsyrue. Is it your desire that this be printed in the record, 
or be accepted as an exhibit? 

Mr. Srrep. I do not think it needs to be in the record, but we may 
afterward, before we send the material to the printer, select certain 
key tables to illustrate the index with. I think that we will accept it 
as an exhibit now, and then decide later how much of it we think ought 
to be printed to complete the whole story. We cannot tell at the pres- 
ent time. 

_ Mr. Hotianper. It can be identified as the March Report of the 
Consumers’ Price Index of the Bureau of Labor Statistics of the 
Department of Labor. 

Mr. Steep. I notice here on page 10 in your list of foods, that you 
have a number of items that are indicated to be new items in the index. 
That illustrates what you were talking about a few minutes ago. 

Mr. Honzuanper. Yes. 

Now, perhaps the clearest and most dramtic example of that in 
this list, Mr. Chairman, is in the case of cola drinks, which you will 
see down here toward the bottom of the second column [indicating]. 
For a long time, in the interest of economy, we have been using the 
price of coffee to estimate the price changes of beverages generally, 
that is, nonalcoholic beverages consumed by city families. 

Well, if you will remember, the price of coffee is a very jumpy 
price, and has been particularly volatile in the last few years when 
there has been very active trading in the coffee markets in the com- 
modity exchanges, and we found certainly that the price of coffee 
was not by itself a sufficient indicator of the change in prices, the 
average change of price of beverages consumed by city families. And 
so, we found it necessary to add the cola drinks, which are very com- 
mon, of course, and very popular, in order to get a better indicator 
of price change. 

Now, the cola drinks, as you know, are much more stable in price 
than coffee, and the effect of this is to make the index move up and 
down less than it would otherwise. 

Mr. Morton. May I ask a question, Mr. Chairman ? 

There is one point that occurs to me. When you price these items, 
for instance, if you are taking the city of New York or any other 
community that has a sales tax, do you use the gross price / 

Mr. Horianper. Yes, sir. 

Mr. Morron. And you say on beverages you did use coffee, and 
you broadened that now to take in these others, take in all nonalco- 
holic beverages. Are alcoholic beverages given any weight in the 
index ? 

Mr. Hotianper. Alcoholic beverages had a very low weight, and a 
very small expenditure, in the original family expenditure surveys 
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in the mid-1930’s, and we have not up to now priced alcoholic bev- 
erages for the index at all; but beginning last summer, we have begun 
to price beer. 

Mr. Wier. Would that not be difficult to get a full determination of, 
and would not a family be reluctant to tell you how much liquor they 
drank or used ? 

Mr. Hotianper. Yes, and we know we consistently get an under- 
statement of the total amount of it. 

Mr. Morton. But you can find out the price, just walk into a saloon. 

Mr. Forsyrur. You are talking about the difficulty of weighing 
it to begin with, are you not, the difficulty of finding how much of the 
market basket is used for alcoholic beverages ¢ 

Mr. Hotianper. That is right. 

Mr. Morron. The family might be willing to tell you how much 
their neighbors use, especially if you live in an apartment. house. 

Mr. Srerp. While we are on this subject in regard to this tax, do 
you include whatever tax they pay, like sales taxes, in the price you 
quote ¢ 

Mr. Hotianper. Yes, sir. 

Mr. Streep. Of course, that might account for the variation at dif- 
ferent times in one State as against another. 

Mr. Hotianper. When there is a change in the sales tax in a given 
State, or city, this almost always shows up in the index. I remember 
when the sales tax went on in Washington in 1949, there was an appre- 
ciable effect on the index; and whenever any large city changes its sales 
tax, it is evident. 

Mr. Sreep. That also goes for excise or so-called luxury taxes, too ? 

Mr. Hotianper. Yes, any tax which is paid by the customer as part 
of the price she pays for the goods. 

Mr. Sreep. Is any notation carried in the index to indicate at a given 
time that a certain tax has been applied, or has been taken off, that 
accounts for the price change? 

Mr. Hotianper. The local sales tax we handle, in fact, by reporting 
from the city. Our price reporters report the price on the price tag 
without the tax, and we calculate the tax. We know what the taxes are, 
and we keep ourselves informed, and we add the tax when we calcu- 
late the index in Washington. So there is always a notation for every 
item for every city, what taxes have to be applied to the price as 
reported. 

Ve also know of changes in the excise taxes as opposed to general 
sales taxes, like the taxes on cigarettes, either local tax or Federal tax. 
When these are changed, we get a note of this, and we can identify 
the exact amount of change in the index that arises from such a tax 
change. 

Mr. Sreep. I just wanted the record to show that you do include 
sales or excise taxes as part of the over-all cost of the family. 

Mr. Granam. Have you estimated what percentage of the increase 
is due to increased taxes on the various commodities ? 

Mr. Hottanper. You mean over a long period of time ? 

Mr. Granam. From 1935, using that as a base, and what proportion 
of it is due to the tax? 

Mr. Hotianner. No; we have not. 

Mr. Sreep. Some idea of that could be acquired by going back and 
checking the tax structure itself, but a sales tax based on the dollar 
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value would be somewhat harder to trace unless you traced the change 
in the basic price itself. 

Mr. Howzanper. I think we could do it by doing what you say, and 
it would be quite a chore, but we could do it, going back through our 
records, I think. It would be quite a task, because there have been 
so many changes in taxes on so many items and in so many places in 
the last 15 years. 

Mr. Sreep. But the main point is that as taxes go up or down, it 
will be reflected in the fact that the index itself will go up or down? 

Mr. Hotianper. Those taxes paid as part of the price of goods and 
services; yes. 

Mr. Wier. As more States put on the sales tax, the higher your per- 
centage figure goes, then ? 

Mr. Hotianper. That is right. 

Mr. Wier. What percentage of that 184 there would be sales tax? 

Mr. Hotianper. I couldn’t answer that. 

Mr. Wier. Not food value, but sales tax. 

Mr. Horianper. I can’t answer that offhand, but that is a figure 
that could be gotten. It would be difficult, but it could be gotten, from 
1935 to 1939. 

Mr. Granam. [f it is included, it does not reflect just the increase 
in the cost of the goods, then. Some States have it and some States 
do not have it, and the selling price may be the same in the different 
States, but because of the sales tax, the commodity price itself is not 
higher. 

Mr. Hotianper. No; but you will find this right here in Washing- 
ton, that you can buy the same commodity exactly as it costs in Vir- 
ginia for a little less than you pay in Washington, for this very reason. 

Mr. Morton. This is a cost of living index, and the taxes are a cost 
of living. 

Mr. Sreep. Since the consumer has to pay it to get the item, you in- 
clude it. 

Mr. Horuanper. If I may say, it is a price index, and these taxes 
are part of the price. 

Mr. Morton. Yes; that is better. 

Mr. Derrickson. Do you take into consideration in any way State or 
local or Federal income taxes as a part of the market basket ? 

Mr. Hotianver. No, sir; we do not. 

Mr. Srrep. An ad valorem tax paid by a homeowner would be, in 
effect, included in your carrying of the housing costs ? 

Mr. Hotianper. In the rent, yes; and this is particularly true under 
rent control, where increases of taxes appear very quickly as increases 
inthe rents. So the real estate taxes are reflected in the rent item, or 
changes in the real-estate taxes are, rather. 

Mr. Steep. You have no way of carrying any cost to the family for 
school purposes, other than the clothing they bought for the chil- 
dren, or school books, or anything of that sort ? 

Mr. Hotianper. There is, in the expenditures on which the index 
is based, a specific category of recreation and education, but there is 
nothing to price, as you say, except clothing and books in most cases, 
and we don’t price any educational services as such. 

Mr. Streep. What about magazines and newspapers, and that sort of 
thing? 
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Mr. Houianver. Newspapers are priced in this part of the index, 
and the change of the price of newspapers is reflected in the index. 

Mr. Streep. By “this part,” you mean the recreation item ? 

Mr. Hotianper. Yes. 

Mr. Wier. Mr. Clague talked the other day about labor organiza- 
tions setting their wage schedules or their contracts on this basis. I 
have a letter here from a city that does it. 

Mr. Hotianper. Your own State, sir, does this. 

Mr. Wier. That is what I mean. 

Mr. Houtianper. The legislature has made a provision in Minne- 
sota for that. 

Mr. Wier. That is right. 

(A letter concerning the Minnesota State salary plan is printed at 
the conclusion of this record.) 

Mr. Hotianper. If there are no more questions on that, I would like 
to take a few minutes on the question of how we arrive at this market 
basket in the first place. We have said several times here that we get 
this information from the families, and we actually get the quantities 
and the costs from the families themselves. We do this periodically, 
and we are engaged just now in a rather large-scale survey, as part of 
the program for the revision of the index, to determine the goods and 
services purchased by families in 1950. The index, I would like to 
remind you, is based on the average expenditures of these families in 
cities. 

In order to get the best figure we can for these average expenditures, 
we have to resort, of course, to sampling. We cannot go to get infor- 
mation from every city in the United States nor from every family 
in the cities where we do go, and so we have set up a scheme for 
sampling the cities of the United States in order to get a good rep- 
resentation of the cities and the States, and the list I am passing 
around and entering in the record at this point is the list of the cities 
which have been or are now being surveyed in the expenditure survey 
for 1950 which is now being conducted. 

(The list follows :) 


Survey oF CONSUMER EXPENDITURES IN 1950, Crttes To Be SuRVEYED BY THE 
BuREAU OF LABOR STATISTICS OF THE UNITED STATES DEPARTMENT OF LABOR 


Alabama: Connecticut : 
Birmingham. Hartford. 
Demopolis. Middletown. 

Arizona: - Delaware: Wilmington. 
Phoenix. District of Columbia: Washington.’ 
Tuscon. Florida: Miami. 
Glendale. Georgia: Atlanta. 

Arkansas: Idaho: Sandpoint. 
Little Rock. Illinois: 

Camden. Chicago. 

California: Bloomington. 

Los Angeles. Anna. 

San Francisco-Oakland. Indiana: 

San Jose. Indianapolis. 
Bakersfield. Evansville. 
Santa Cruz. Garrett. 
Lodi. Iowa: 

Antioch. Des Moines. 

Colorado: Shenandoah. 
Denver.’ Grinnell. 


Grand Junction. 





1In sample design but has previously been surveyed in 1947-49. 
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SURVEY OF CONSUMER EXPENDITURES IN 1950, Critres To BE SURVEYED BY THE 
BUREAU OF LABOR STATISTICS OF THE UNITED STATES DEPARTMENT OF LABOR— 


Continued 


Kansas: 

Wichita. 

Salina. 
Kentucky: 

Louisville. 

Middlesboro. 
Louisiana: New Orleans. 
Maine: 

Portland. 

Bangor. 
Maryland: 

Baltimore. 

Cumberland. 
Massachusetts: Boston. 
Michigan: Detroit. 


Minnesota: Minneapolis-St. Paul. 


Mississippi: Jackson. 

Missouri: 

St. Louis. 

Kansas City. 
Montana: Butte. 
Nebraska : 

Omaha. 

trand Island. 
Nevada: Elko. 

New Hampshire: 
Manchester.’ 
Laconia. 

New Jersey: 

North Jersey area. 

Washington. 

New Mexico: Albuquerque. 

New York: 

New York. 

Cooperstown, 
North Carolina: 

Charlotte. 

Fayetteville. 
North Dakota: Grand Forks. 
Ohio: 

Cleveland. 

Cincinnati. 

Youngstown. 

Canton. 


Ohio—Continued 

Newark. 

Ravenna. 
Oklahoma: 

Oklahoma City. 

Shawnee. 

Madill. 

Oregon: 

Portland. 

Roseburg. 
Pennsylvania: 

Philadelphia-Camden, 

Pittsburgh. 

Seranton. 

Nanty-Glo. 
Rhode Island: Providence. 
South Carolina: Charleston. 
South Dakota: Sioux Falls. 
Tennessee: 

Memphis.’ 

Columbia. 
Texas: 

Houston.’ 

Pecos. 

Dalhart. 

Utah: 

Salt Lake City. 

Ogden. 

Vermont: Barre. 
Virginia: 

Norfolk-Portsmouth. 

Lynchburg. 

Pulaski. 
Washington: Seattle. 
West Virginia: 

Huntington-Ashland. 

Charleston. 
Wisconsin: 

Milwaukee. 

Madison. 

Wyoming : 

Cheyenne. 

Rawlins. 


Mr. Houtianper. You will see this is a very extensive list, and it is 


arranged here by States, so that the way in which we sample them is 
not apparent, but I can tell you very briefly that this is what we do: 

We took all of the largest cities of the United States, those of a 
million population or more, and then we took samples of cities in the 
size classes below one million, so that we think we have here, both 
geographically and by size of city, a representative list of cities, both 
large and small. 

The smaller cities were selected entirely at random by sampling 
devices. 

This totals 91 cities in which we are now conducting these surveys, 
plus some in which we have conducted surveys in recent years. 

Within the cities, we select samples of addresses entirely at random. 
We just take a big map of the city, and we select blocks at random, 
and within each block we select a house at random: and what we come 
out with is the best we can do to get a cross-section, an absolutely 
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representative cross-section of the population of each of these cities. 
And the cities, being chosen as they are, it should be, by the best sam- 
pling techniques, a cross-section of the city families, the urban families 
of the United States. 

I am sure you will be interested briefly in how we collect this in- 
formation. We have our interviewers whom we have trained very 
varefully for this purpose, to go and interview families and find out 
from the members of the family how they spent their money, and 
what they bought, and in what quantities, of each class of goods and 
services that people buy. 

Mr. Steep. Right there, the quantity is also shown in relation to the 
number of persons in that family? 

Mr. Hotianper. Would you like to see copies of the forms? I have 
some here that we have copied, and we haven’t copied them completely, 
but these are copies of forms that actually were sent in by families re- 
cently, and I have here as many as the members of the committee 
would like to see. | 

The first thing that will strike you about this is that it looks like a 
very formidable questionnaire, and indeed it is, and you might say, 
as other people have said to us, “Is it possible to get people to recall all 
of this for a whole year?” 

Well, these are in sets of three, and the top one is the identification 
sheet, which shows what the chairman is asking about, the number 
of people in the family, and their age, and relation to the head. 

Mr. Forsytir. Can we have one of these for our files? 

Mr. Hontianper. Yes. I have an extra one here. 

This one labeled “B” is the basic record of the expenditures of 
this family for this year. Now, you will notice not all sections have 
been copied, but if you will turn to page 17, or page 26, you will see 
a record of what this family actually bought during this year for these 
kinds of goods. 

This section C is a week’s record of expenditures for food and house- 
hold operations. Those cannot be so well reported for a year as for 
a week. But people do sometimes look at this and say, “Well, you 
can’t get information like this from families.” But in fact, Mr. Chair- 
man, we know that we can, and we have been doing it since 1888. 

This is the latest in a long series of such surveys, in 1888, and 
1901, and 1918, and 1935; and now, this one, in which we have gone 
into a great many cities and actually collected such information. 

If you stop to consider it, you will realize that almost every family 
has a lot of documentation around the house about where its money 
came from and where it went. The withholding tax receipt which 
each employee gets from his employer, for example, is one such record. 
There are bills from the utilities, and from the department stores, and 
checkbooks, and all kinds of documentation which families are able 
to get their hands on, which help them to reconstruct for our inter- 
viewers the record of their expenditures. 

Some expenditures are easily estimated. For example, cigarettes. 
People tend to say, “I smoke such-and-such a fraction of a package 
a day, and so many days, and it is about this much a vear:” or gaso- 
line, in which the family knows about how far the family car ran 
during the year and about what mileage it gets, and comes up with 
a very accurate estimate of the expenditures for gasoline. 
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There are other expenditures which are so regular and so recurrent, 
some very large ones, that they are easily remembered. The rent is 
the most obvious, and the life insurance is one, and other commitments 
that a family has which they remember very well. 

Then there are some expenditures which are so large and so impor- 
tant that the family just remembers them. The purchase of an auto. 
mobile is an obvious example, and the purchase of a refrigerator, or 
any other large piece of household equipment. People remember these 
things quite accurately. 

Then there are, finally, a great many expenditures which are occa- 
sional and not very large, and which we find we get very good records 
of by the use of these columns down here, which are primarily in the 
form of prods to the memory of the people, and it helps them to recall 
their purchases if you can ask them about each one at the time. This 
jogs their memories, and we find that we get very, very good records. 

I would like to say a little bit here about our relationship with 
these families. In the first place, we do not get and we do not know 
the family. What we sample are addresses, street numbers, or apart- 
ment numbers. We do not ask the name of the family, and we do 
not in any way record it, and there is complete anonymity for the 
respondent. 

The second thing I would like to say about this is the cooperation 
we have gotten from these families is historically, over the years— 
and this year is no exception—most astonishing. About 1 family in 
100, perhaps, refuses to give us any information. 

Some of them can’t give us all the information, and we have to be 
content with what they can give us; and sometimes families are 
willing but unable to provide the information. Sometimes there is 
sickness in the family, or death in the family, and it interferes with 
our getting it; and, of course, we have to respect those circumstances. 

If you will look for a moment at this schedule C, this is a detailed 
list of the foods and household supplies purchased during the week, 
simply because it would be impossible to get a family to reconstruct 
any details of the amount of money they spend on food, which is pur- 
chased day after day, over a whole year. So we ask them for a record 
of what they bought during the past week. 

It is by this device that we get the quantities that go into the index. 
There will be tabulated this summer and fall, and published next 
year, a list just like this one here, Chart 1, for the goods and services 
bought by moderate-income families or by city families in the year 
1950, from which we will then be able to reconstruct a new market 
basket for the Consumers’ Price Index to be priced from 1950 to the 
middle of 1952. 

Mr. Chairman, that was as far as I had planned to go, and I would 
be glad to answer any questions. Then, if it is satisfactory to the 
committee, Mrs. Hoover is prepared to describe how we collect the 
prices. 

You see, the index has these two elements in it: The quantities and 
the prices. I have tried to describe for you briefly, by reference to 
these expenditure surveys, how we get the quantities of the things that 
people bought; and Mrs. Hoover will be prepared to acquaint vou 
with how we get the prices, month after month, on which the index 
is figured. 

















a ~ 
i a 





CONSUMERS’ PRICE INDEX 67 


I would be glad to answer any questions on this part of it. 

Mr. Var. On that other chart there, Mr. Hollander, you show a 
sharp increase in medical costs. Over the past 10 years we have had 
a very heavy increase in hospitalization programs. Would there not 
be some impact indicated, in those figures, of that program? That is, 
where the employer absorbs a substantial share or all of the medical 
care? 

Mr. Ho.ianper. No, sir. We price in here the hospital service 
itself. We price a given type of room, for example, in the hospital, 
and I believe recently we introduced group hospitalization, and this is 
one of the changes that we made in the recent adjustment. We now 
price, in addition, the cost per month of the group hospitalization 
plan, but we do not distinguish according to who pays it. It is 
another one of these questions of the distinction between a price index 
and a cost index, and we are not trying to measure primarily how 
much of this cost is absorbed by the individual family, but how the 
price changes and how that affects their budget. 

Mr. Chairman, there was some reference made the other day to the 
1935 expenditure survey, and I believe one of the members of the 
committee asked to see a copy of the questionnaire that was used then ; 
and was it you, Mr. Vail? 

Mr. Vatu. Yes. 

Mr. Hotianver. Wé got a few of them out of the archives, and here 
they are. They look a great deal like the one that we are using now, 
and we have learned, we hope, some improvements in the methods of 
collecting it and the design of the form, and such things, but essen- 
tially it isthe same survey. 

Mr. Wier. Let us get back to that medical item for a moment. 
When you interview this family here, do you merely ask her how much 
she has spent for a doctor or hospitalization during the year or the 
month ? 

Mr. Hotianper. No, sir. If you will look on page 32 of this big 
questionnaire marked “B,” you will see a detailed list of questions 
designed to get at the answer to the question you have asked. These 
are among those jogs to the memory that I spoke of. By going down 
this whole long list, we try to get the respondent to give us that 
information. I think it is on pages 32 and 33. And we try to get 
them to recall all of the many kinds of dental and medical care that 
has been received, and the expenditures for it. 

You will notice that this is designated according to which family 
member received the medical care, and those are, I think, on the sched- 
ules you have, numbered. 

Mr. Wier. How do you differentiate between the cost to a family 
that has no hospitalization plan, but as illness comes around they go 
to their family doctor or they go to the hospital and pay the regular 
operational rates; and the other group which has group insurance, in 
which a part of it is provided for under their contract ? 

Mr. Hotianper. You will see here in the case of this family, that 
the family member (1), who is the husband or the wage earner of the 
family, paid $105 for disability, health, and accident insurance: and 
that the wife of the family paid $51 for group medical care and hos- 
pitalization. And if there were members of the family who received 
care from family doctors, paid for on the basis of fee for service as 
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the illness has occurred, it would all be entered in the appropriate 
place. The dental care is entered in this way; three of the members 
of the family had dental care. 

Mr. Grauam. You base the increase in cost on the increase in the 
cost of the hospitalization insurance or upon the increase in the cost, 
the bed cost, of the hospital ? 

Mr. Hortianper. Some of each, Mr. Graham. That is, for those 
people who use hospitalization, we figure it on the basis of the in- 
crease in the hospitalization plan monthly rates; and for those people 
who buy it as the need arises, we figure it on the increase in the prices 
of it per day, per room. 

Mr. Granam. You weight them and put them together? : 

Mr. Hotzanper. Exactly. 

Mr. Forsyrur. To get back to the question Mr. Vail asked you, 
I can see where the prices as a price would be taken in a hospital at 
the cost of a room, and if the price goes up that would be reflected. 
But to get back to his point, isn’t the market basket affected by whether 
the employer carries insurance, hospitalization insurance ? 

Mr. Hotianper. It is, indeed, you are quite right. In the first in- 
stance, if, at the time when the market basket is set up, it reflects a 
certain amount of medical care and other welfare benefits paid for by 
the employer, then the changes in the price of those, therefore, do not 
affect the individual consumer at all. But if, after the market basket 
has been established, when we have a revised index based on the 1950 
market basket, suppose in 1955 a great many of these costs are assumed 
by the employer. That assumption of the cost by the employer does 
not make the index go down, and it doesn’t show as a price decline to 
the individual family. 

Mr. Forsyrue. It would show at that time, at the time you make 
up the market basket, as a lessening of the weight for medical expense 
for the family that is reporting it to you at that time. 

Mr. Hotianper. That is exactly right, Mr. Forsythe. 

Mr. Morton. And if, by 1965, you make another survey giving new 
weight to this, and if by that time all medical care should be assumed 
by the State, God forbid, but if that should happen, then in your new 
market basket, the weight that you give, it would be given expression 
then as a deletion from the index or given less weight in the index / 

Mr. Hotianper. Yes, sir. This is a hypothetical situation in this 
country, but one which has had to be faced in other countries, where 
more and more of the medical service is paid for out of taxes, and 
where these taxes are specifically allocated, as in the case of Social 
Security. If 5 percent of everyone’s pay was deducted and paid into 
a fund for medical care, then that would be the cost of it; and if that 
went up to 6 percent, your index could then show a rise in that item 
of 20 percent, you see. Because then it becomes a price for a specific 
service, even though the service is provided by the State. 

Mr. Granam. Mr. Hollander, in that respect, why don’t you include 
taxes? 

Mr. Hotianper. What kind of taxes? 

Mr. Granam. Income taxes. 

Mr. Hotianper. The inclusion of income taxes is a moot point. At 
the time the present index was designed, back in 1934-36, at this in- 
come level, $1,520, it was an academic question, because the income 
taxes, I guess, for the average family were nil, and there was no 
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income tax liability for the average family with that income in the 
late 1930’s, : 

Now, as the income tax rates have risen and as the exemptions have 
dropped, and as people’s incomes have risen so that a greater part 
of the wage-earning population is now brought into the brackets 
where the tax liability applies, the wage earners generally, of course, 
are paying a larger part of the income tax; and as that has happened 
there has been raised the question, and you will hear it discussed, I 
am sure, many times before this committee by various witnesses to 
follow, the question of whether or not the index should reflect changes 
in income taxes, I mean as part of the price of Government service 
generally. 

The practice on this varies among countries. We have looked into 
it, and we find that in some countries income taxes are included in 
the price index; and in other countries they are not; and some 
countries publish—I believe in Sweden, for example, they publish 
two indexes, one with taxes included and one without taxes, so that 
people can use them either way. 

Mr. Wier. How can you separate those two items that are not a 
usual burden to our consuming public today? And there are two 
things that are seriously affecting the economy of this country. We 
hear that every day. -One of them is the increasing cost of living, 
and the other is the increasing cost of taxation. 

Now, if the House or the Congress does what is being proposed 
here, increases the income tax of all of the income families 3 percent— 
1 think that that is the thing that has been thrown out lately—do you 
means to say that that should not be taken into consideration in the 
cost of living? 

Mr. Hotianver. Well, I did not mean to say that it should or that 
it shouldn’t, Mr. Wier. I was explaining that it is, in fact, not now 
in this index. And, for the reason that I have given originally, 
there was really no question about it. 

Now the index is in the process of revision, as T have said, and all 
of the important policy questions, of which this is perhaps one of 
the top two or three in importance, are being considered by the Bureau 
and by the Department, in collaboration with advisory committees of 
labor people and people from management and other advisory com- 
mittees, particularly the one appointed by the American Statistical 
Association, which I think is going to testify later. 

The reason I would rather not say, and T know Mr. Clague also 
would rather not say, whether income taxes should or should not be 
included, is that this is a question before the Bureau to be decided 
within the next year, and on which no decision is reached, and T am 
sure that the Bureau is not prepared to say whether they should or 
should not be now, because that would appear to prejudge the de- 
cision which is still open. 

Mr. Wier. You do include the sales taxes? 

Mr. Horianper. Yes, we include the sales taxes, and that has 
historically been included because it has been considered part of 
the price. 

Mr. Wier. Of the basket ? 

Mr. Hotianner. Yes. 

Mr. Grauam. Just to pursue it a little further, Mr. Hollander, in 
conjunction with the discussion on hospitalization, if that and other 
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social functions should be absorbed by the Government, and that cost 
were deleted from this, it comes back again in taxes, and, therefore, 
the cost to the individual might or might not be materially decreased 
when that assumption by the Government is made, is that right ? 

Mr. Hotianper. That is right. And if I understand your question 
correctly—and this is one of the reasons why this question of taxes 
has become so increasingly one at issue in connection with this index— 
you put your finger on one of the most difficult aspects of it. 

Mr. Sreep. Let me ask you this question: In arriving at a decision 
on a subject of this type, as to whether you did or did not include it, 
would you first probably run some test examples to see what the effect 
would be, and would you make up some hypothetical indexes to see 
what the effect might be? That is one way you might go about deter- 
mining whether it does have an effect or not. 

Mr. Houianper. Yes. Another thing we would do would be to 
prepare detailed analyses from our knowledge of the indexes in other 
countries where they do a very good job on such cases, such as the 
United Kingdom and the Scandinavian countries, which have long 
experience with this thing, from whom we are often able to learn 
things to help us out in solving the problem. 

But I would like the record to show very plainly that this is now 
a decision which is pending before the Bureau, and will have to be 
decided within the next year, or less than a year. 

Mr. Vaix. I am interested in the item of recreation there, the sharp 
increase that is indicated on the chart. With television and radio 
in general use today, does not that have some effect upon that cost? 
Are not entire families entertained at home now? And there has 
been a good deal of complaint on the part of the motion-picture people 
and a good deal of complaint by the people who have laa on 
revenue from their football games and baseball games, and what not, 
and boxing, and so on. 

Mr. Houianper. The decreased use of certain kinds of recreation 
and the increased use of certain others is reflected in the market bas! 
as we change the market basket from time to time. This shows the 
changes in the prices of those forms of recreation which were com- 
monly used in the late 1930’s, when the market basket was established. 

Still coming back to the point I made yesterday, these are always 
estimates of what it would have cost to buy the same recreation that 
was bought by families, on the average, in 1935 or 1936, if the same 
amount of recreation was bought today, how much would it cost? 
Well, you can see that this is a good deal less than the average increase 
of other things. 

Mr. Vatu. With less attendance at any of these ball games or the- 
aters, and so forth, the cost of the production naturally rises, and you 
are taking your comparison from that ? 

Mr. Hotianver. For instance, one of the most important elements 
is the price of a movie ticket. 

Mr. Vatu. So far as the cost of living is concerned, that is entirely 
distinct from the actual situation. 

Mr. Hotianper. It could be, and that is why we feel that this market 
basket has to be revised from time to time. 

This leads me to one observation which perhaps I should have made 
earlier. On recreation, the effect of the increase in the amusement 
taxes is shown here. The observation that I think I should have made 
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earlier is that while in the past we have made these surveys to redeter- 
mine the market basket, and expenditure surveys, at rather infrequent 
intervals on a very large scale, like this one before you, which takes 
in about 17,000 families—which, as such surveys go, is a very large 
sample, and you can see the amount of information that we collect in 
there—the last one before this was in the middle 1930’s, and before 
that, I guess the last one was in the First World War, 1917-18—we 
are now working on a plan whereby we will not have to allow these 
long intervals to elapse between such surveys, and therefore such great 
changes to take place in the market basket before we reflect those 
changes in the market basket in a new market basket. We want to 
shorten this interval, and in order to do this we are working on a plan 
by which we can go back to small samples of families at much more 
frequent intervals, not the same families exactly, but similar samples 
of families, and find out from year to year what changes are taking 
place, so we don’t have to wait these long stretches of 15 years while 
very great changes have occurred in the market basket, and we can 
take account of these changes as they occur where they would make a 
significant difference in the market basket, and keep these quantities 
and these items more nearly up to date than we have been in the past. 

We think this can be done at smaller cost, and that the index will 
be better as it goes on. 

Mr. Vain. On the item of housing, you do not differentiate there 
between owned homes and rental housing, do you ? 

Mr. Houianper. Not in the pricing, Mr. Vail, but in the basic market 
basket we have two items just as distinct as pork chops and pork 
roasts. and we have home ownership and rent, and the average expendi- 
ture for each of those enters into the market basket. 

What we have done, in the same way as we have used the changes 
in the price of pork chops to estimate the price of pork roast, we have 
used changes in the rents to estimate the change in the cost to the 
homeowner. 

Mr. Vaii. How have you arrived at that figure, the figure indicating 
the increase in the cost generalized under the term “housing”? How 
have you arrived at that ? 

Mr. Hotianper. That is exclusively rent. 

Mr. Vat. It is exclusively rent? 

Mr. Hotianper. Yes. And the utilities, you see, are in here, and 
it is rent. 

Mr. Vatu. That takes in rent-control and non-rent-control areas? 

Mr. Hotitanper. Both. A number of the cities in this index, as 
vou will notice if you will observe the list, have been decontrolled. 
Houston has been, and Jacksonville, and Savannah, and Birmingham, 
and Los Angeles, and quite a number of very important cities have 
been decontrolled. 

Mr. Vat. Has your survey taken into consideration the cost of 
apartment buildings? 

Mr. Hoiianper. Only the rent paid by the tenants. 

Mr. Vain. Not the increased cost of the owner of the building? 

Mr. Hoitianper. No. 

Mr. Derrickson. You say you actually get the price of rent for 
this, and you estimate home ownership. It that because your tests 
have shown that they are in the same pattern, that they rise and fall 
together? i 
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Mr. Hoitanper. Yes; that in fact the best estimate, under normal 
market circumstances, the best estimate of the price of occupying 
your own home is the rent that you forego by not renting. 

Mr. Wier. This is just a matter of curiosity. On that recreation 
item, have your interviewers in these various communities, in recent 
interviews, made any indication to the head of the family that “since 
you have got a television here, that you have paid $225 for, does 
your husband go to as many fights, football and baseball games, and 
do you go to as many mov ies?” I am just wondering if that has 
cut into the family budget, or what. 

Mr. Houtanver. I am not sure I can find it quite quickly enough—— 

Mr. Wier. I am just asking if that is being done. 

Mr. Hotnanver. We ask about the number of attendances at various 
kinds of recreational events, sports, and movies, and so on, and we 
will be able to compare those with some of the earlier figures and 
show what has happened to movie attendance, let us say, in the last 
few years. We do not ask the question in the way in which you have 
asked it, but we try, you see here on page 35, we try to get the informa- 
tion on how many of these things they actually go to. 

Mr. Wier. If the lady of the house s Says, ““T never go to a movie 
any more, and we sit home here and watch the amusement on the 
television,” and if “the old man does not go to any fights, or any 
baseball games, any more; he watches them on television,” that cuts 
pretty deeply into the item of recreation, does it not ? 

Mr. Hotianper. Yes. And you will see here on page 35 that is 
one of the things that we do in listing the movies, for example, is 
to identify it by number, the family member for whom the expense 
was reported. In this family, for example, it would appear that 
only kids went to the movies, and the family members (3) and (4) 
are the only ones for whom any movie expenses aresshown. 

But if the old man went to the fight, it would show, No. (1), attend- 
ance at boxing. 

Are you ready to go on to the question of how we do the pricing, 
Mr. Chairman ¢ 

Mr. Srreep. I think we had better move on. 

Mrs. Hoover. I would like to go ahead with this same chart and 
have you do a little bit of imagining, if you will. 

One of the main things that has been emphasized all through the 
presentation is that this index is a measure of price changes. Mr. 
Hollander demonstrated yesterday, on pork products, what would 
happen if we increased the quantities of goods. 

Now, all of the efforts of the group w ith which I work are devoted 
to getting prices for the same qualities of goods. You can imagine 
what would happen to this total cost column over here | indicating | 
if, in the next period, for example, we didn’t get prices for the same 
quality of pork. Instead of getting center-cut pork chops we got 
end-cut pork chops that sold perh: ips at 5 cents less; and instead Pot 
getting whole ham, the shank end, we got the butt end; and instead 
of getting sliced bacon we would get unsliced bacon in the slab; and 
instead of getting one kind of salt pork we would get another. You 
could do all kinds of things with the indexes if the prices were not 
on the same qualities of goods. 

We have what we call specifications, and they are not really speci- 
fications in the sense that they are standards, but they are really 
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descriptions of the quality factors and the identifications of items, 
so that our people, when they visit retail stores, can get prices from 
one period to the next on either the same kinds of items or the same 
brand or approximately the same quality. 

I have prepared for you a very simple statement. of how we describe 
items and secure prices for the index. That word “simple” has come 
up a little bit too often, and I do not think it applies quite so much 
to describing qualities as to other procedures. 

You have been sitting a long time, and I don’t know whether you 
would like to get up at this point and see some of the goods that we 
have in the index. 

Very frequently, comments have been made with regard to the 
qualities of goods that have been in the index; that they are either 
extremely low quality or extremely high quality. Actually, there is 
a mixture of medium quality to low quality, and they are illustrated 
with just a few articles here on these boards. 

The shoes, for example, for the men and for the children, and again 
for the women, are here. You can see that these are not the highest 
quality goods. 

The bemberg dress is practically a standard item for women, and 
it is not the most expensive and it is not the cheapest. This one 
happens to have been purchased for $8.95. 

The articles of clothing we have over here illustrate the kind of 
things that we price regularly for men and for children. 

Then again, there is a sheet here, and a towel. Here is a curtain, 
and here are some of the articles of clothing over here. 

There is something here that I think you will be particularly in- 
terested in. These two hose represent one of the instances of volun- 
tary uptrading (buying a higher quality than usual). 

We have the same diffic ulty in pricing the same quality time after 
time after time, that Mr. Hollander mentioned with regard to pricing 
the same items. As I mentioned in this statement on overalls, we all 
like something different every once in a while, and the manufacturers 
like to make something that makes their product just a little bit dif- 
ferent from another manufacturer’s product. So these stockings illus- 
trate the demands of the women of the United States. 

One of them, this one | indicating], the heavier one, is the 45 gage, 
30 denier. It is slightly heavier than this one over here | indic ating |, 
which is the 51 gage, 15 denier. 

The demand “by women over the past years has been so great for 
this finer hose that at the present time about 72 percent of the produe- 
tion of nylon hose is on the 51 gage or finer. 

This overall is the standard type of overall that all of you recog- 
nize, although this one [indicating], purchased right at the end of 
the war, in January of 1947, represents a carry-over of some of the 
war goods. In general appearance it looks very much the same as 
any other overall, but it does not have some of the brass riveting 
that you will recognize is missing, and the pocket is one of the instances 
of decreases in quality that occurred during the war. The sheeting 
used for this pocket will not wear as well as the more closely woven 
drill that had been the normal material for use in pockets of overalls. 
It has the usual hardware for the adjusting of the straps, and the 
pockets for the pencils, and all of the rest of it. 
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These gloves and the work shirt—this is the standard work shirt, 
and this ‘happens to have been purchased in March of 1946. Both 
of these represent something else that has occurred since 1935-36, 
that is, an Increase in quality. The majority of the work garments 
that were in the stores in those early years were not shrunk prior to 
thesale. A shrinking process called sanforization had been developed, 
and it was being used more and more freely, but it was not used quite 
as widely in 1935 as it is at the present time. 

By 1938 it was almost impossible to get a garment in the work- 
clothing group, with these certain other “quality characteristics, that 
was not sanforized. That increase in quality was not taken account 
of by deduction from the price. We just took a straight comparison 
of the price for the unshrunk garment to the price for the sanforized 
garment. 

In most cases we do not do that, and I will illustrate later how we 
do make our comparisons when there are changes in the quality of 
the garment. 

These two now, instead of being called sanforized, you will notice 
on these tags have “Residual shrinkage of 1 percent or less,” and 
that is because the patent for sanforization has just run out, and 
anyone can use the process. So that now, while the process is the 
same as before, the word “sanforized” will probably not be used as 
much as it was before. 

This dress is an illustration of the quality of house dress used in the 
thirties, and it is also used today in large quantities. It is what we 

call an 80-square percale, that is, it has in each inch of the material 
80 threads one way and 80 threads another way. During the war 
period that house dress disappeared completely, and that, with men’s 
shorts, were probably the outstanding examples of quality deteriora- 
tion. Shoes were bad, but these two were, I suppose a little bit worse. 

The house dress had gotten down to where the material from which 
it was made was 64 threads one way and 56 the other, and that was the 
only kind of material that could be made available for the manufacture 
of house dresses. So this one is one example of return of prewar 
quality. 

Our starting place for describing the commodities that we price for 
the index are the same expenditure studies from which we get the 
quantities for the calculation of the index. If you will notice in some 
of those schedules for the family expenditure survey which Mr. Hol- 
lander gave you a little while ago, there is a very simple description of 
the article, whether or not it is cotton or whether or not it is rayon or 
nylon, and so forth, and in some cases the name of the brand, and in 
all cases the price that was paid. 

Now, we use the simple description and the price as clues to the 
quality of goods that are purchased by wage earners and lower salaried 
clerical workers. 

We make a summary of all of the prices that are reported to us by 
the families. In the case of overalls, the reported prices in 193 4-36, 
for example, were anywhere from 95 cents to $2.25. But in making a 
summary, we found that very few of them bought overalls at the 9 
cents, and very few of them bought overalls at the $2.25 price. Most 
of them paid $1.39 and $1.69. So with the general description in the 
schedule, and with those price levels, we had to translate that into a 
description of quality. 
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So what we did was visit the trade associations—the work clothing 
associations in the case of overalls, and in the case of dresses, the dress 
associations, and in the case of chinaware, the chinaware associations, 
and the rest of them—and find out from them approximately what 
quality was represented by these prices that were reported to us by 
the families. 

Now, this was just an approximation, so that we would know where 
to go next. 

After we had their approximation, and had used some of the in- 
formation from Census, we would also get their suggestions as to which 
manufacturers to go to for additional information. So we took the 

approximate quality descriptions, and the prices reported by families, 
and went to the manufacturers. 

I have indicated in here, on the third page, a copy of the kind of 
information which is obtained from manufacturers for most of the 
articles in the index. Now, this much detail isn’t necessary for all of 
the food articles, for example, nor is it necessary for all services. Also, 
for some commodities there are trade associations that couldn’t help 
us, or there was no central point to which we could go, so we had to 
depend on trial and error in the field in other cases. But this is one 
example of the kind of information, the kind of detail, we get. 

Our next job is to take this detail from the manufacturers and make 
a summary statement. You will find the summary or specification on 
page 6 of the story on overalls. This is an actual page from our speci- 
fication manual, as we call it. You will see that the style is indicated 
for identification. It is a bib-style just as this one is (indicating) and 
it is a high back. This is a built-up back instead of the straps going 
all of the way down to the waist in the overall. It is fully trimmed 
and it has brass hardware and strap adjustments and the pocket com- 
partments for the pencils and all of the rest of it. 

The next part of the specification is the fabric. The fabric is one of 
the quality identifications. It is a white-back denim and it has a 
residual shrinkage of 1 percent or less, and the weight of the fabric 
is important. The standard denim for overalls for many years has 
been the 8 ounces per yard—that is the finished weight. The weight 
before sanfarozing is 2.20 yards per pound. In going back over our 
specifications, you ‘kind of seesaw between 2.20 unfinished and 8 ounces 
finished weight, but it is the same fabric exactly. 

Then the construction of the garmet is covered, the double- or triple- 
stitched seams, and we don’t accept the prices for the single-stitched 
or for the very fancy-stitched garments. Then bar-tacks at the points 
of strain, and these bar-tackings are usually at every place there is 
likely to be tearing of the stitching. 

Then the fulness of the cut is indicated by the number of yards per 
dozen, and in this case it is 42 to 40 yards per dozen, the size range, 
and then we have our agents specify certain additional information, 
such as the type of brand, and so on. 

This specification looks rather detailed, and it is not as detailed as 
we could make it for many articles. 

For example, in refrigerators and stoves, and so forth, we can get 
a lot of engineering details that no one could understand after we did 
have them in the specifications. 

So what we have in our specification manual is a sort of compromise 
between the very detailed engineering specifications that are used for 
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manufacturing and what the store buyers—the people who actually 
purchase the material for sale to consumers—know in the stores. 

When I say it is a compromise, it is less than the engineering speci- 
fications, but it is usually more than the store buyer knows—not in 
every case but in some cases—so that we have to give our agents addi- 
tional help. We give them very detailed training, particularly on the 
clothing and housefurnishings, before they are sent out to visit the 
stores. We also provide for them what we call a swatch book that 
I think some of you might be interested in. We have not only the 
description of the overall, for example, but for each of the articles 
that are in our index we have gotten from manufacturers—and most 
of the manufacturers donate these materials to us—pieces of material 
that demonstrate the kind and quality of material, at least, that goes 
into these garments. We can’t demonstrate workmanship because 
that would just require too much money, and the agent couldn’t carry 
enough garments around in any case. 

A little bit later on you will notice a difference in the price for the 
same article. At one period there was a price level of somewhere 
around $3.99 and another price level of around $2.99. That doesn’t 
mean that these are different garments necessarily. It does mean 
that there are certain intangible things that we have not been able to 
write into the specifications. 

For example, there are three outstanding national brands of over- 
alls that command a premium in the stores. Workers are willing to 
pay that premium because it has two things in it that we can’t put 
in the specification. One of them is that there is an absolute money- 
back guaranty if the buyer is not satisfied. The other is that instead 
of a choice of just the standard sizes there are proportioned sizes avail- 
able. If you are fat, you can get overalls to fit fat men; and if you are 
thin you can get overalls to fit thin men; and tall and short, and so on. 
So that the workers are willing to pay premiums for that kind of thing. 
It is the same quality, but more goes into the manufacture of it. 

Mr. Vatt. And the union-made factor is investigated, too, is it not? 

Mrs. Hoover. Yes. It is hard for me to explain this exactly, because 
T have not recently gone into any of the factories, but I understand 
there is a difference in workmanship. Not that there is enough differ- 
ence to make this one bad and another one good, but there are certain 
standards of workmanship on which the wage rates are based in the 
union shops, and that makes some difference in the price. 

Mr. Granam. I think Mr. Vail meant that there is a tendency to 
purchase union-made articles. 

Mrs. Hoover. I suppose if you belong to a union and you go into a 
shop, you would do that. 

Mr. Granam. That is one factor, as well as the others; isn’t that 
right ? 

Mr. Vat. Yes. 

Mrs. Hoover. If you were a member of a union and were going in 
to buy your work clothing to go work in a union shop, you would look 
for the union label. 

Mr. Var. I mentioned that that would influence the purchases, and 
[ think that that is carried in all of the overall manufacturers’ adver- 
tisements, and I have noticed it. 

Mrs. Hoover. That is why we have the agents specify whether it 
is a manufacturer’s brand or a distributor’s brand not nationally ad- 
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vertised, and we have them specify whether it is union-made or non- 
union-made. 

In addition to the swatch book which I showed you, and this de- 
scription, and the training that the agent has before she goes out to 
her pricing, we have one other thing which we provide to her which 
is kept on a confidential basis. As we visit manufacturers and as we 
get reports from agents, we know which brands or which manufac- 
turers, if they don’t sell under a brand name, manufacture the par- 
ticular quality that we are trying to specify. So that we give to our 
agents what we call illustrative brands. These are not always brand 
names—sometimes they are lists of manufacturers. We tell the agents 
which one are distributors’ brands and which ones are manufacturers’ 
brands that are nationally advertised. 

In the case of refrigerators, we give them the model numbers, so 
that that list has to change each year, because as a manufacturer 
changes the model from year to year the model number also changes, 
and we want to be sure that our agent gets the price for the quality 
that is approximately the same as the preceding year’s quality. 

We might call those lists any other name. We just happen to call 
them brand lists, but they could be model numbers, manufacturers’ 
names, or anything of that sort. 

On the other side of this page you will find under the little box up 
in the right-hand corner “M-—091—Alternate to M-091A.” This M-091 
is the code number for the commodity in the men’s clothing group. 
M-091 is a 9-ounce denim overall. There has been reported to us a 
trend to a heavier-weight denim overall. For a period right after 
the war it looked as though 9-ounce denim, instead of 8-ounce denim, 
was going to be the standard garment. 

Now, in a few cities 9-ounce denim has evidently been accepted. 
We have for those cities an alternate to the 8-ounce, the 9-ounce denim 
in M-091, so that our agents will be able to get prices and we will 
know what it is that they are getting prices for. In this way, by pro- 
viding a specification and a place on the schedule for our agents to 
report, we have a definition of the prices we compare as we collect 
prices, period after period. 

Mr. Wier. Let me ask you a question there. In a large number of 
these national manufacturers—take the overalls, for example, and 
you can take certain brands of suits—Hart, Schaffner & Marx, for 
instance—and some kinds of underwear, has it been your experience 
in your reviews to find that those articles, whether they are overalls or 
not, are sold at the same price any place in the United States? 

Mrs. Hoover. There are a goodly number of them that are sold at 
the same price anywhere in the United States. 

Mr. Wier. Whether it is a little community or a big community, 
the price is the same ? 

Mrs. Hoover. That is particularly true of fair-traded articles. That 
is not so true of some of the clothing articles. Drugs, for example, 
that are fair-traded, you can find, no matter which store you go into, 
they are the same price. 

Mr. Wier. I am referring to clothing. 

Mrs. Hoover. In clothing there may be some minor differences, but 
I can’t demonstrate that. 

This one [indicating], this woman’s slip, a Barbizon slip, would 
probably sell for about $2.95—it may be $2.98, but it cannot vary 
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very much from that $2.95 price. This is a nationally advertised gar- 
ment, and it would probably sell for around $2.95 wherever you 
bought it. 

Mr. Wier. I know Hart, Schaffner & Marx does not allow their 
retailers to make any differentials over this suit of clothes any place 
in the United States. 

Mrs. Hoover. That is right. 

Mr. Sreep. What allowance do you make for the fact that stores 
have sales where the normal price of the item is reduced ? 

Mrs. Hoover. If that sale is not one of these sales of 1 day or so, if 
the sale extends over a week, we do take the sale price. You will notice 
where I have put one sheet of the schedule in here, on page 10, we do 
have in the footnotes standard footnotes that our agent can use to in- 
dicate when it is a sale price and when it returns to the regular price. 

Now, she doesn’t take 1-day sales or so, that is, the kind of sales that 
are of such short duration that not very many workers’ families could 
take advantage of them anyway. Otherwise you would have awfully 
crowded stores, and you do occasionally at Klein’s in New York, and 
a couple of other places. But we try to take the prices that can be 
taken advantage of by the majority of people, so we don’t take the 
1-day sale duration. But if it is a sale that extends over a period of 
time, like the anniversary sales going on in the Washington stores at 
the present time, we do take the sale price. 

In the case of the white goods, the sheets and towels, and so forth, 
there are normally one or two white sales during the year, and we 
always take the lowered price if the prices are lowered for those par- 
ticular months. 

The same thing is true of January sales of women’s coats. It is be- 
coming true of January sales of men’s clothing. 

Wherever the merchandise is in the store in good quantity, where 
there is a choice of sizes, and the sale extends for a period of time, we 
do include the prices. 

I have talked about these specifications at some length because it 
does form the backbone of our work. We have specifications not only 
for the clothing and house furnishings, but for all of the services and 
all of the foods, and a different type of specification for the housing, 
as well. 

Some of the specifications can be made so that there is a verv narrow 
range of quality. Overalls happens to be an example, and sheets an- 
other, and sugar, and a number of the food items. 

However, there are other articles where the range of quality is quite 
wide. I think probably women’s dresses is one example of it. It is 
very difficult to define style, to define material, and define workman- 
ship, and to define trim, and all of the rest of it, when there is as much 
conglomeration in the women’s dress field as there is ordinarily. 

Mr. Streep. Would you not find that even more difficult in the field 
of women’s hats? 

Mrs. Hoover. We just have about given up on women’s hats. At 
various times we have been pricing just the plain felt hat. But I 
would defy anybody to measure change in price of some of the poke 
bonnets worn during the springtime around Eastertime. 

These specifications, and all of the materials T have described, are 
given to our field people before they go out into the field. These field 
people visit the retail stores in person and talk to the store buyer. 
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They look at the available merchandise wherever it is possible for 
them to do so. There are a few stores that will not allow our Gov- 
ernment people to go through the store and look at the merchandise. 
They could always come in as a customer and look at it, but they can’t 
go through as an official. So that the buyer and the field representa- 
tive together look at the merchandise, and determine what that par- 
ticular store carries that fits the quality specification that we have 
indicated here. 

Then, to help identify the overalls or any of the other garments 
that we price for the index, we also make allowance on our price sched- 
ule for additional information. You will notice on page 10 we have 
a very short description of the article to identify it for the price agent 
and for the buyer. Then in the next column our agent indicates the 
manufacturer, the brand name, or lot number in some cases. In the 
‘ase of mail-order houses, very frequently it is a catalog number, 
which also applies to some of the material that is in the retail stores, 
and so forth. 

Then in the next column there are other descriptive factors. If 
there is something that is distinctive about that particular garment, 
or distinctive about a particular refrigerator, the number of ice trays 
or something of that sort, that is also put in the “Other description” 
column. 

Then columns are provided for the prices, from here on out. 

I might also add that this little column over here under “Remarks” 
is usually so filled that you almost have to get a magnifying glass to 
read it, because our agents and the buyers, between them, want to re- 
port so much information to us that we very frequently get an awful 
lot of it over here under “Remarks.” 

I have marked this page “Confidential” because this is a page from 
a full schedule for men’s clothing. None of the reports that our field 
representatives get in the field are made available to anyone other 
than our field representative and the BLS people in the Washington 
office who work on these particular prices. If a store requests copies 
of the information which they furnish, we will give them a copy of 
their own schedule, but they don’t know who reports to us, nor do 
they know what any other store reports. If they want anything of 
that sort, they have to rely on their own shoppers’ reports. 

Mr. Streep. In getting these prices, do you also take into account 
the fact that in most cities you have a department store that handles 
many lines of goods, and then you have specialized stores that handle 
one or just a special or particular line of goods, and do you find a 
price differential reflected in that type of merchandise ¢ 

Mrs. Hoover. Well, that is one of the things which Mr. Hollander 
mentioned that we are trying to get. Very frequently there is a price 
differential. There are certain services that some specialty stores 
will give to the customer that is not available in other stores. 

For example, I can illustrate with a cash-and-carry store, say, one 
of the supermarkets and one of the stores that give credit and deliver. 
People are very frequently willing to pay for the convenience of call- 
ing up by telephone and ordering their groceries and having it charged 
and then paying at the end of the month. At the cash-and-carry 
store there is no convenience of that sort. It is necessary for you to 
drop everything you are doing and go to the store and purchase your 
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material and carry it out yourself—in many cases they will carry it 
to a car—and drive it home yourself, and you pay for it immedi: utely. 

The differences between the services that are provided by various 
stores very frequently make differences in prices. There are differ- 
ences in the price levels. I recently had occasion to compare the prices 
of a woman’s skirt. The same manufacturer made the skirt,’and it 
was sold for $6.95 in one store, and $7.95 in another store: but the 
store that sold it for $7.95 did provide other services, particularly for 
credit. 

Mr. Streep. Do you find you have to make an allowance for a situa- 
tion like this: It seems to me that years ago the average family bought 
a lot of goods at the store and proc essed it into the garment in the 
home; whereas, now most of your goods are already “processed and 
they buy it completed in the stores. Do you find that you have to 
make allowance for that sort of a trend ? 

Mrs. Hoover. That is a change in the way of living. That would 
changes these quantities that go into our index. Now, those quantities 
are changed when we get the information from the families as to how 
they are living now. But it does not affect the prices, because there 
is always a certain proportion of families who do purchase materials 
and make clothing at home. That is particularly true of the wife 
who makes the school clothes for the children. We price vardgoods, 
and we price finished goods, and they go into the index in the propor- 
tions that the families have reported to us the last time we made a 
survey of how families were living. 

Mr. Sreep. That would also be tr ue, then, in the case of groceries, 
where some people bought canned goods and others bought the food 
and prepared it. at home. 

Mrs. Hoover. That is particularly noticeable when you look at the 
results vai the 1918 study and the results of the study made in re- 

cent years. The canning processes have become very important, and 

all beste: “of preservation of foods have been growing by leaps and 
bounds, so that you find a greater proportion of the foods that are 
preserved in various ways. “I think canned baby foods that we have 
recently put into the index is an example of that. 

Mr. Sreep. Would it be fair to say that over the years, one of the 
trends of a new item would be the appearance of more and more can 
openers in the homes? 

Mrs. Hoover. It might be. 

After our agent has visited all the reporting stores and filled out 
schedules similar to this for all of the garments, she sends them in to 
the office, and they go in to our processing sections. 

Now, I have attached to this illustration a copy of our tabulation 
sheet, as well. This happens to be a city in which we collect prices 
at quarterly intervals. You will see we have the price for this over- 
all in March of 1950, so the next time we collect it is in June of 1950, 
and we make a comparison of the prices in March and in June. 

At the bottom of the column for March, you will see we have an 
average price of $3.19, and then a place next to it for the entry of sales 
tax. It happens that in Jacksonville there is a 3-percent sales tax, 
but that sales tax is only applied to amounts over $10. Well, the 
average price here is only $3, so that the sales tax wouldn’t apply to 
this particular garment. It would apply to coats or more expensive 
items. If there were a sales tax on overalls it would be entered in there 
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below the $3.19 item, and then a new average including the tax would 
be put on the next line. } 

In computing the percentage changes over periods of time, we 

would then compute the percentage change from this $3.19 to $3.16. 
and there was one increase in store 1, and a decrease in store 4, and 
there was no change in the next two stores, or in the next 4 stores, I 
should say, and then there was a slight decrease in the next one. On 
the over-all average, the price has declined from $3.19 to about $3.16. 
or a relative price of 98.9. 
_ Then when we get to our next pricing period, which would be in 
September, we enter the prices that are sent in by our agents in the 
September period; and sometimes, but not always—I have in this 
illustration—we enter in this second June column the prices for the 
comparable article. We do that because there are substitutions from 
period to period, and not all stores carry the same brand or the same 
article all of the time, and we must make some allowance for a change 
from one period to the next. Otherwise, we would just not have any 
prices. 

In the schedule form, you will notice that we have for each article 
five lines. When our agent first uses this particular schedule, she 
enters the brand that she is pricing at that particular time on the first 
jine, the description of it, and so forth. If it is necessary for her to 
make a substitution, She enters the price of that substituted article 
on the next line, and describes it, so that we can follow across here in 
looking at our schedule, and we can tell how many substitutions there 
had to be made over the life of this particular schedule. 

I would like to take the time right now to tell you a little bit about 
how we use substitutions under normal market conditions. I might 
say it is the bane of our existence in the office, but it requires constant 
vigilance, and we have to set up certain criteria by which our people 
can determine whether or not a substitution is validly a price change 
or whether it is not a valid price change. 

When new products replace the old, it may or may not be a price 
change. When old products are changed and something new has 
just been added to it, like new models of washing machines and re- 
frigerators, it may or may not be a price change. 

Sometimes we revise specifications just because we have more 
information, and that definitely is not a price change. 

Sometimes there are minor differences, such as minor differences in 
style, like the fly or the button-front on mens’ overcoats, and the fly- 
front is becoming quite popular in the last couple of years, and that 
is a style change but it does not really make any difference in the 
durability of the garment or the wearability of the garment. 

So what we try to do is to isolate those things which are real 
price changes, from those which are not real price changes but are 
differences in the way of living. 

I mentioned a while ago that within our specifications we have 
a certain range of quality. At the present time, any stibstitution that 
is made within that range of quality is treated as the same quality. 

For example, if we have a range of quality for an item, and at one 
time our agent was reporting the price of a particular garment that 
was at the lower end of the range that we specified, and the next time 
she reported the price for the garment that was at the upper end of 
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the range, we do take that as a direct price range, as long as the two 
articles were within the limits that we defined in our specification. 

As soon as an agent makes a mistake and reports a price outside 
of that range of quality, we do not use that price. It is discarded, 
and a note is sent to the agent to report the price for the quality 
which we have specified. 

You can see the advantage of keeping, for our purposes, a narrow 
range of quality. It is not always possible to do that. We have 
women’s dresses as an example where the quality range must be quite 
wide. 

Balanced against those cases where we have a change from the lower 
part of the range to the upper part of the range, we also have a lot 
of cases where the change is from the upper part of the range to the 
lower part of the range. We hope that we have kept those ranges 
within some reasonable limits, and we do accept all of these changes 
within the specification. 

However, you take the case of these hose that I mentioned a while 
ago. This happens to be a case of voluntary up-trading. This one 
here—the 45-gage hose—is practically nonexistent in a lot of stores. 
There may be some revival of it because I have been noticing quite a 
lot of information in advertisements for a few stores about its greater 
wearability than 51 gage, but nevertheless, the demand is for 51 gage 
[indicating]. This represents to most women a higher standard of liv- 
ing. The other one we could not price in many stores each month, 
and as you will see if you can see the label down there, we call it a 
supplemental item. We still get prices for the 45 gage wherever we 
‘an, even though it is no longer included in our index, because we 
want to see whether or not the prices for these two articles keep on 
moving in the same direction. 

This one—the 51 gage—T[indicating] is now in our index. I have 
written out an example here because I didn’t have time to make a 
chart, that I would like to read, to illustrate how we put this kind of 
thing into our index when it represents a higher level of living and, 
conversely, when something represents a lower level of living. 

(The information referred to is as follows:) 





























April May 
Price Quantity rota cost} Price Quantity {Total cost 
— EE 7 —— [ - = 
CN ea ae sir poe eee $1.28 | 10 pairs.__...| $12.80 (1) (1) (1) 
| EER Gree eee Tere Eee oN 1.60 8 pairs ?____. 12. 80 $1.65 | 8 pairs..-... $13. 20 
. . $1.65 $13.20 . ‘i 
Relative price for hose= gi 60 OF $12 3977 51.031 or 3.1 percent increase from April to May. 


1 No longer available 
2? Computed by dividing total cost of 10 pairs of 45 gage hose ($12.80) by price of 51 gage hose. 

Mrs. Hoover. Suppose in 1 month we had been pricing this 45 
gage, 30-denier hose, and we got a price of about $1.28. If we had 
had in our index 10 pairs of hose, the total cost that would have 
gone into the caleulation of the over-all change in the Consumers’ 
Price Index would have been $12.80. 

Now, the 45-gage hose has become unpopular and the stores are 
gradually discontinuing carrying it or they carry it only in very 
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small quantities. So that about the only one on which we can get an 
adequate number of quotations in order to measure price change is 
the 51 gage. So our agent reports to us the price for the 51-gage hose. 

I might say that we always get the price for the old article at the 
same time we introduce a new article, so that we know exactly what 
the difference is between the price of the old article and the new 
article. 

Now, our agent had been pricing both of these, and so we go back 
to the first month, and we find out what the agent has reported for 
the 51-gage hose. Suppose she reported a price of $1.60. That com- 
pares with the $1.28 that the 45 gage was pe for. 

Now, the current price for the 51-gage hose is $1.65. You can see 
what would happen if we would take the cost of 10 pairs of 45-gage 
hose at $1.28 and compare it with 10 pairs, in the current month, of 
51-gage hose at $1.65. This would be a very large increase which was 
occasioned not only by price change but also by a change in the kind 
of article on which the price change was measured. 

So that what we do, in effect, even though we use a short-cut proce- 
dure to do this, is to say that the amount of money that she has spent 
for the 45-gage hose represents the level of living that we are trying 
to measure. The $12.80 is the total cost of the hose. So if we put into 
the index something that is of higher quality, in effect we change the 
number of pairs of hose that is allowed. In the case of this particu- 
lar hose, we would reduce from 10 pairs of 45-gage hose to 8 pairs of 
51-gage hose, and the total cost of those two would be exactly the 
same in the first period. So that we would take an increase from the 
first date to the next date, not from $12.80 to $16.50, but we would 
take an increase from $12.80 to $13.20—that is making allowance for 
the increase in price from $1.60 to $1.65 on 51-gage hose, but not tak- 
ing-the full change in quality as well. 

That illustration, I use primarily because it is a well-known one, 
particularly to the women of the country, because we have all de- 
manded this hose. I know, however, there are many cases where the 
prices have gone up and there is a demand for lower qualities. That 
is true in the case of some of the children’s clothing for school, or 
perhaps in the case of the house dress, there might be a demand for 
a lower quality. 

On the assumption that this lower quality represents a lower stand- 
ard of living, lower than families customarily have had, we increase 
the quantity of the lower quality by the same method; effectively, 
it is dividing the total cost—the numbers of pairs of hose times the 
price of the old quality—dividing that by the price of the new quality, 
and getting a new quantity. So that it can work both ways. 

That, in effect, is what we do when we substitute one article for 
another. When we substitute within a specification, we take a direct 
comparison. 

Mr. Sreep. As near as humanly possible, you are trying to base it 
on the amount of actual wearing time or use that you get out of the 
items ? 

Mrs. Hoover. Yes. 

Mr. Sreep. You are saying, in other words, that the 8 pairs of the 
higher grade hose will give a woman the same service as 10 pairs of 
the lower-grade hose. 
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Mrs. Hoover. Ordinarily that would be the conclusion, and ordi- 
narily that conclusion would be correct. In the case, perhaps, of 
overalls, if something would happen ot the make-up of overalls and 
a lower quality overall were substituted, you would need more of them. 
But in the case of hose, they wear out regardless of what the con- 
struction is. Perhaps the 45 gage wears as long as the 51 gage [indi- 
cating |, or the 51 gage as long as the 45 gage, but the 51 gage, to 
women, represents some additional satisfaction, and it represents a 
higher ‘standard of living. It is one of the reasons why we have all 
demanded the 51 gage. It is sheerer and it is flattering, and so forth, 
so that we are : asking for this rather than 45 [indicating]. It repre- 
sents to us a higher standard of living. 

Theoretically, it ought to represent a greater durability, but it does 
not, I don’t think. At least, my personal experience would indicate 
that it does not. 

Mr. Granam. In the event of just a hypothetical example, Mrs. 
Hoover, if you could now purchase a refrigerator for twice the price 
and it lasted twice as long, would that then remain constant in your 
estimate ¢ 

Mrs. Hoover. A refrigerator is one of the examples of overstate- 
ment in our index, I think probably a fairly sizable overstatement 
over a period of years. We have had various conversations with the 
manufacturers of refrigerators who think that we ought to make 
allowance for the increased effici iency. Ihave forgotten the exact figure 
right now, but it seems that the amount of electricity that is required 
to run a better refrigerator in many ways at the present time is less 
than half of what they estimated in the early 1930's. 

Mr. Grawam. I am just making a hypothetical question. If the 
refrigerator would cost twice as much to run, but would last twice 
as long, would that show any increase in the price for that particular 
item ? 

Mrs. Hoover. You say it would last twice as long, and cost twice 
as much. It probably would not, unless this lasting twice as long 
was obtained over several years through model changes which changed 
very, very little from one year to the next, but when you take it 
from the beginning period to the ending period, it now lasts twice 
as long. That isa gradual effect over the years. 

Mr. Strep. Do you not find a more specific example in the case of 
automobile tires? A few years ago the guaranteed life of a tire was 
considerably less in mileage than now, ‘and it is brought about by 
improved materials and methods of m: anufac ture. 

Mrs. Hoover. Yes: we have a price increase in the index for tires— 
and I made a mistake a little while ago on the refrigerator. We 
would have a price increase in the index for a successively slightly 
better box, so that over a period of years it is twice as good, but it is 
twice as expensive. Actually, in the case of the refrigerator the real 
change would be none, because the increase in price would be balanced 
by the increase in durability. 

We have not been able to make that bal: ance in this index. And, 
as I said before, I got mixed up. This total price increase is an over- 
statement in our index. T think the electrical equipment and a lot 
of the durable goods and the automobiles and tires, and things of 
that sort, are very good examples of overstatements in the index. The 
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depreciation in housing is probably the outstanding example of an 
understatement. 

I seem to have talked a little bit longer on this than I had ex- 
pected to. 

I have a chart here that indicates the magnitude of the work we 
are doing. The head of one of the br: anches got the bright idea of 
showing the magnitude of our work by making it a river that flows 
down into the index. The index is away down at the bottom, but it 
doesn’t indicate that prices are going down. 

We have approximately 60 food items in the index, and 58 miscel- 
laneous items, and 63 clothing items, and some rental dwellings, and 
so forth, and all quotations for all of those things come into the 
Washington office. 

On clothing and house furnishings and a number of the services, 
we have 20 full-time field representatives who are trained in the 
Washington office, and who go out to the 34 cities and collect the 
data by personal visit to retail stores and service establishments. 
They go to the approximately 4,000 retail establishments. 

On our food prices, we have the 60 food items, approximately 1 1.700 
independent food stores, and about 260 food chain organizations, but 
those represent a large number of individual chain stores. Food stores 
are visited by what we call W. A. E. people, people who are employed 
on a part-time basis and are paid for the time “when actually em- 
ployed.” These are usually housewives who are approximately of 
the same aualifications as the people in our GS-5 Civil Service classi- 
fication. Each month, these people work for the first 3 days of 
the week in which food prices are collected. 

IT might say that there may be an understatement in the food index 
at the present time. I, myself, am not completely convinced it is an 
understatement, but I have no proof at the present time. We collect 
prices on Tuesday of the week in the middle of the month. The 
advertisements of a lot of the chain organizations give the impression 
that there are very great bargains to be had by buying over the 
weekend. 

Now, when vou read the fine print in many of those advertisements, 
you will find that those prices are set on Thursday evening and carry 
through to the next Wednesday evening. 

The reason I have a question in my mind as to whether or not 
there is an understatement in our index for this reason—that we don’t 
get the sales prices on the weekend when a lot of purchases are made— 
is because I don’t know snipe prevalent the weekly settings of prices are. 
It may be that there are a number of small chain organizations or a 
number of ckecaisent stores that give real week-end bargains. 
When this question came up in 1944, we did make some investigation, 
and found that there was a slight understatement for this reason; 
but I have been watching and trying to keep an eagle eye on it, and 
I feel at the present time that it is less than it was in the prewar years, 
but I have no evidence to prove it at all. 

Mr. Hotianver. I think by a slip of the tongue you may have said 
it wrong. Isn’t it correct that our food prices are collected the first 
3 days of that week of the month which includes the 15th of the month. 

Mrs. Hoover. That is right, which includes the 15th of the month. 

Mr. Derrickson. And it is always done at that time? 
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Mrs. Hoover. Yes. This is done so that when prices are changing 
rapidly, as they have been in recent times, we won’t get prices at the 
beginning of the week at one level and prices at the end of the week at 
another level, that are supposed to be the same day. We are trying 
to get the prices within as narrow a range of time as possible. 

Mr. Derrickson. In all places? 

Mrs. Hoover. Yes; in all places. 

Mr. Derrickson. But that does not necessarily mean that you have 
to take it the first 3 days nearest the 15th all over the country? 

Mrs. Hoover. No. We could take it all over the country on the 
first of the month, or we could take it all over the country on the last 
of the month, or something of that sort. 

Mr. Derrickson. Have you ever varied that period when prices are 
being taken, to see if there is any pattern of changes? I am just 
thinking out loud, and it seems to me that if everybody knows that, it 
could be that during that time prices might be made lower, and com- 
pensated for later. Or people might buy at that time knowing that 
there might be a tendency for prices to be lower. 

Mrs. Hoover. You mean the retailers might have a tendency to 
drop prices for that particular Tuesday or so? I don’t think that that 
happens very frequently, if it happens at all. That would be going 
to a great deal of trouble for something that the retailer has been told 
over and over again, and that is that his particular reports are not 
shown to anyone at all, other than the people who actually have to do 
the processing of the index in the office in Washington. The confi- 
dential nature of that report is guarded just as hard as the Census 
guards the census reports. 

Mr. Hoitianper. We have priced other weeks in the month, and we 
price now rather frequently, and in a great many of these stores we 
price the last week of the month, and we have done some tests on 
pricing at the end of the week as opposed to the beginning of the 
week, and we can’t find any of these differences that you mention. 

Mr. Derrickson. It is a small point, and I don’t mean to indicate 
that it does have any effect. 

Mrs. Hoover. I don’t think that it has any effect at all. 

Mr. Derrickson. It could be true that large distributors, for ex- 
ample, of certain types of food that are always priced, like meat, could 
manipulate prices according to the time they are taken, and on the other 
hand consumers might choose that time to buy if they thought that 
that was happening. 

Mr. Streep. Would it not be true that the relative value of that one 
item in the total index would be very slight, even if the price was 
lowered ? 

Mrs. Hoover. The relative value of one item or one store would be 
very small, or even a few stores, or even one organization. As you can 
see, when you get reports from 1,700 independent food stores and from 
260 food chain organizations, there would have to be an awful lot of 
falsification or an awful lot of dropping to move the index a lot. 

Mr. Derrickson. I do not mean to say that there is falsification. 

Mrs. Hoover. There is one thing that we have done that you prob- 
ably would be interested in. During the war period, there was con- 
siderable discussion about the difference between the prices that were 
reported to an official Government agency and the prices that actually 
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had to be paid by housewives when they went into the store. This 
was true of meats, and for a lot of other things. So that at three 
different times—we can’t do this all of the time because it costs too 
much, and it would be useless, I think, anyway—but at three different 
times, on the day that our food price agent went into the stores and 
secured prices for the official index, we sent another group of people 
in who were unknown both to the retailer and to our agent, and pur- 
chased a certain number of commodities. Then when the purchase 
prices came in to Washington, we compared them with the prices that 
were actually reported to us as an official agency. This was done 
during the war period under shortage conditions, and we expected 
that there would be, some underreporting, but we were trying to test 
how much. Under normal circumstances, I don’t think a purchase 
test of that sort would show very much difference. The Mills com- 
mittee and the Mitchell committee both made an allowance of approxi- 
mately 1 percent, if I remember correctly, but I would have to check 
the exact figure. 

Meats and fresh fruits and vegetables were the outstanding exam- 
ples of differences bet ween the purchase prices and the reported prices. 
On meats it was practically uniformly true that the purchase price 
was higher than the reported price. On fresh fruits and vegetables, 
there was a little bit of each, some of the reported prices were higher 
than the purchase price and some of the reported prices were lower 
than the purchase price. 

On canned fruits and vegetables, and things of that sort, and proc- 
essed foods, ordinarily the prices were just the same on purchase and 
on reported prices. 

I haven’t had a chance to say very much about rents, but if I may 
take just a minute or two, I would like to show vou the schedule that 
is used for housing studies. The quality of housing is one of the things 
that has been under study by a number of people for a long, long 
period of time. 

The Census ran up against it when they were trying to get some 
determination of what the quality of housing was for the Census. I 
have brought along schedules that we used for our housing survey, 
our comprehensive housing study. 

When we started the 3-year program of the comprehensive re- 
vision, we made housing studies as one of the first steps. 

We set up a sampling design that covered the full housing picture 
in the city, and set it up in such a way that we would not get an over- 
representation of large apartment dwellings and an underrepresen- 
tation of blocks with single-family dwellings. 

You see, we have here the type of living quarters with kitchen 
facilities, and the other quarters used for family living; whether or 
not it is occupied by a tenant or by an owner; or whether they get the 
rent free: or whether it is now vacant; and the race of its occupant; 
and the principal exterior material; and the type of structure; and 
various other things here are given. 

In the next couple of columns, column 11 to column 15, the infor- 
mation is very important for the index at the present time. Mr. 
Clague mentioned to you the correction that was made in our rent 
index for the new-unit bias. Now, that new-unit bias crept in because, 
as new dwellings were built, they got into our sample in some respects, 
but we would never put into our index the differential between rents 








SS CONSUMERS’ PRICE INDEX 


for old dwellings and new dwellings of approximately the same qual- 
ity. 

Now, these new dwellings came on uncontrolled, and they came on 
at higher levels; and they are the same quality essentially—maybe 
some minor details not—but essentially the same quality and they 
would fall within the same specifications, and we should have meas- 
ured that difference. 

We didn’t do it, since we did not have the information to do it. We 
had small samples of new dwellings picked up as we made some re- 
views of our samples. 

But this comprehensive housing survey that we were able to do at 
the beginning of our 3-year program of the revision, gave us not only 
from these columns the volume of new dwellings for each of the years 
since 1940, but also gave us the quality details for all of the new dwell- 
ings, as well as for the old dwellings. So that we could use this infor- 
mation and make comparisons between the rents for new dwellings 
and the rents for old dwellings, and we could use the volume of new 
dwellings and the volume of existing housing, and, with those four 
figures, make a correction to our rent index. 

We completed that in October of 1950. We released it in October 
of 1950, and the correction amounted to 1.3 percent on the total index, 
at that time. 

That was the accumulation from 1940 to October 1950. It accumu- 
lated at a much greater rate, I should say, in the last 3 years than it 
did through the war, because there was not an awful lot of new housing 
during the war period on account of the restriction in the use of 
building materials. 

When we have a complete survey of a city on a large schedule of this 
sort, then we take from this schedule the description of the dwellings 
that are occupied by tenants, and transfer it to our regular rent 
schedule, which is something like this: It has up here the identifica- 
tion, and a sample number which corresponds to the sample line, and 
so on, and the year built, and the condition, and the number of bath- 
rooms, and all of the rest of the description of this particular house. 

Then we enter in here what was reported to our agent as being 
included in the rent—whether it was furnished or unfurnished, and 
whether the rent included heat or didn’t include heat, and whether 
the rent included electricity and gas, and so on, and all of the rest of 
the things that may or may not be included in the rent. 

That is entered on these lines, then the date, and the rent. Then 
this schedule is used for collection thereafter on all of these rental 
units. 

As you can see, the getting of data for 50,000 rental units every 
quarter or every month, or at any interval, would be a large job, so 
what we do is set this up so that we would bet a full personal collec- 
tion at least once a year, and in the interim we divide our samples in 
half and use a mail questionnaire. That is to save money, and we 
found that we can get the information in good shape. 

I think, Mr. Chairman, that the cuts my presentation to a close 
rather abruptly, but that, I believe, covers essentially what I have 
to say. 

Mr. Streep. We have a few more minutes, if any of the members of 
the subcommittee have any questions. 
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Mr. Morton. I just want to commend Mrs. Hoover on her presenta- 
tion, and I believe she has made it clear and I have no questions to 
ask her. 

Mr. Forsytue. I have no questions. 

Mr. Steep. I want, for the subcommittee, to express our apprecia- 
tion for the very fine job you folks have done in giving us this infor- 
mation; and also, we appreciate the fact that you have borne with us 
in our own lack of knowledge of this technical subject. 

So far as I know, the House will meet on the regular schedule tomor- 
row, so we will adjourn at this time to meet at 10 o’clock tomorrow 
morning. 

Mrs. Hoover. I was wondering whether you would like any of these 
exhibits put in an adjoining room, or left in this room, while you are 
varrying on the hearings; or shall I just take them ? 

Mr. Streep. I think not. We have finished with what good we can 
get out of them here now, and it may be later on, as we get into the 
other phases of it, we may want to talk to you some more about some 
of these points. 

We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:05 p. m., the hearing was recessed until 10 a. m., 
Friday, May 11, 1951.) 
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FRIDAY, MAY 11, 1951 


House or REPRESENTATIVES, 

SUBCOMMITTEE OF THE COMMITTEE ON Epucation anp Lasor, 

Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed (chairman of the sub- 
committee) presiding. 

Present : Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; and 
Russell C, Derrickson, investigator; all of the Committee on Educa- 
tion and Labor. 

Mr. Streep. The subcommittee will be in order. 

Our first witness this morning is Prof. Bruce D. Mudgett, the 
chairman of the technical advisory committee of the American Statis- 
tical Association to the Bureau of Labor Statistics, and he is also 
professor of economics and statistics at the University of Minnesota. 


STATEMENT OF BRUCE D. MUDGETT, CHAIRMAN OF THE TECHNI- 
CAL ADVISORY COMMITTEE OF THE AMERICAN STATISTICAL 
ASSOCIATION TO THE BUREAU OF LABOR STATISTICS, AND 
PROFESSOR OF ECONOMICS AND STATISTICS, UNIVERSITY OF 
MINNESOTA 


Mr. Streep. Mr. Mudgett, do you have a prepared statement? If 
vou like, you may proceed with that, and then we will have some 
questions for you. 

Mr. Mupeerr. Chairman Steed and members of the subcommittee, 
I appear before you at your request and to offer to you any assistance 
that lies within my competence in your study of the Consumers’ Price 
Index constructed and published currently by the United States Bu- 
reau of Labor Statistics. 

In order that you may understand why I have been introduced to 
you as chairman of a technical advisory committee, I give you briefly 
the facts leading up to my appointment to this position. ( 

In a professional career in which I am now completing my forty- 
first year, I have devoted myself to the teaching of economics and 
statistics, and in the course of that time have been teaching and study- 
ing index numbers of prices for a good many years. I have published 
a few articles, wholly technical in nature, on the subject, and have 
recently written a book on index-number theory which is now in the 
publisher’s hands and which will be available to the public within a 
month or two. 
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It is my understanding that the Bureau of Labor Statistics has at 
many times during the lifetime of its price indexes sought technical 
advice from outside sources; and as you have no doubt been informed 
in the course of these hearings, the Bureau sought extensive technical 
aid and advice in the middle 1940’s when a situation arose in which 
the accuracy of its Consumers’ Price Index was challenged. The sit- 
uation that led to the appointment of the Technical Advisory Com- 
mittee of which I am chairman goes back to the passage of legislation 
by the Congress providing funds for a revision of the two important 
indexes published by the Bureau, its Wholesale Price Index and its 
Consumers’ Price Index. Soon after this legislation was passed, and 
when the Bureau was engaged in laying the plans for these revisions, 
the Commissioner of Labor Statistics requested the president of the 
American Statistical Association, Simon Kuznets, to appoint a com- 
mittee of qualified persons who could be of assistance to the Bureau 
during these revisions as consultants on technical questions, both theo- 
retical and practical, which were bound to arise from time to time. 
President Kuznets requested the following three men to act on this 
committee: Prof. Dudley Cowden, University of North Carolina; 
Prof. Reavis Cox, University of Pennsylvania; Prof. Bruce D. Mud- 
gett, University of Minnesota; all three men accepted, and I was 
eventually named as chairman of the committee. 

This committee was appointed in the early summer of 1949. The 
general plan that has been followed by the Bureau in enlisting the 
services of the committee has been to call the committee to Washington 
for conferences, each of which has lasted from 2 to 4 days. At these 
conferences, the members of the committee have consulted with the 
technical personnel of the Price Division of the Bureau on the prepared 
agenda dealing with the problems of revision with which the Bureau 
was at that time concerned. To date there have been five such confer- 
ences held in Washington, and there has been further consultation of 
a minor character when the Bureau personnel and members of the 
Technical Committee have met at scientific meetings of the social 
sciences at Christmas time and in the spring. 

I am doubtful whether in these written comments it is appropriate 
for me to try to itemize the actual questions that have been discussed 
at these conferences and to indicate the share our committee has had 
in answering them. I believe it will be better to await the questions 
which your committee will want to ask me. I can, however, make 
some general comments which may be helpful to your committee, and 
which will indicate my judgment as to the responsibilities of my com- 
mittee and the way it can be of aid in the revisions of these indexes. 

First, I conceive it to be the duty of my committee to give technical 
advice with respect to methods of constructing the indexes. I am 
sure that no technical committee recommendation could in any ulti- 
mate sense be binding upon the Bureau. This is because the final 
decisions of the Bureau must be based on other considerations in addi- 
tion to technical matters. 

Just to illustrate my point, a given technical procedure may be 
highly desirable from the point of view of accuracy of the index, but 
it may be costly to introduce; and I am sure that Congress would 
have something to say about the money, if it meant an additional 
budget item. 
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I must add that despite the undoubted fact that the Bureau does not 
have to take our advice, it has been one of the gratifying features 
of the work of the Committee—and here I speak for all its members— 
that there has been the most cordial acceptance by the Bureau of all 
of our formal recommendations. I would like to say, on the other 
hand, it is my judgment that our most important influence upon Bu- 
reau procedures has come from the give-and-take of informal discus- 
sion rather than from formal recommendations. 

It is appropriate that I make a brief comment on the accuracy of 
the Consumers’ Price Index or of price indexes in general. To start 
with, there is no such thing as abosolute accuracy. By expenditure of 
much greater effort and money and by use of much longer time for the 
construction of any index, it would be possible to make it more 
accurate, in terms of the sort of measurement we have defined and want 
to make. But there is no need to go beyond a certain accuracy for a 
given purpose. We are generally interested, with respect to the Con- 
sumers’ Price Index, to know how far the price level has fallen, say, 
in the last year. But we might well be willing to stop with accuracy 
measured to one decimal point. And that would be particularly per- 
tinent if one decimal point accuracy met our every need for the index 
and if, say, four decimal point accuracy cost a lot more in time, money 
and effort. 

This question of accuracy brings up one final point on which I should 
like to comment, and that is, the importance of the current revisions. 
Through no fault of the Bureau, the devisions now under way have 
been long delayed. I don’t mean to imply culpability to any source 
in this connection. We all recognize that the Second World War in- 
terfered with many of our peacetime pursuits and delayed many 
changes in our national life, and these revisions were among the 
casualties of the war. One doesn’t have to read much of the Bureau 
literature to recognize that they were wide awake to the need for re- 
vising long before the current revisions were begun. 

Within the range of my competence, I will try to answer any ques- 
tions which members of the House committee wish to ask. 

Mr. Strep. First, our staff counsel has some questions that he would 
like to ask you, and then the members may have some later on that they 
want to bring up. 

Mr. Forsyrue. Professor Mudgett, I would like to go back just one 
moment to the question of the way in which your Committee is con- 
stituted. As I understand it, the Committee represents the American 
Statistical Association. 

Mr. Mupeert. That is right. 

Mr. Forsyrue. Who actually appoints the members of the Com- 
mittee ? 

Mr. Mvupeerr. Who did appoint them, you mean ? 

Mr. Forsyrue. Yes. 

Mr. Mupeerr. Simon Kuznets, then the president ; and the president 
changes every year. 

Mr. Forsyrne. Did the bureau have any voice in choosing the 
members 4 | 

Mr. Mupeerr. Not tomy knowledge. My correspondence was with 
Kuznets only, and I had a letter directly from Kuznets asking if I 
would act on the Committee. ; 
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Mr. Forsyrur. Then as far as you know, there is no effort on the 
part of the Bureau to hand-pick members of your committee? 

Mr. Mupeerr. Not at all. They undoubtedly asked the association 
to ask Kuznets to appoint a committee ; and, so far as I know, that is as 
far as they went. 

Mr. Forsyrne. Now, another question, concerning your relation- 
ships with the bureau. Do you have access to the working papers and 
contact with the working staff in the Bureau / 

Mr. Mupecerr. Complete; anything I want. I have never been re- 
fused anything I have asked for. 

Mr. Forsyrue. Has your work with the people in the Bureau been 
such that you would care to comment on their professional qualifica- 
tions in this field ? 

Mr. Muncerr. I would be glad to. It is almost embarrassing to 
have to say that, among all of the people doing scientific work that I 
have found in my entire lifetime, I think that I have never found a 
more devoted group of people, more objective in their scientific out- 
look on the job they were doing. I have found people of the highest 
quality, and I have great respect for them. 

Mr. Forsyrue. This is probably covering a point that you have 
mentioned briefly in your statement, but I gathered that you, within 
the limits of the budget and other problems that you have mentioned, 
you and your Committee approve of the statistical procedures used by 
the Bureau? 

Mr. Mupeerr. That is right. 

Mr. Forsyrue. Tell me, what would happen—and this is in view of 
what you said—probably it is hypothetical, but suppose you found that 
the Bureau was not following what you considered sound statistical 
procedure, what would your action be, and what would you feel that 
you had to do? 

Mr. Mupcerr. I wonder if I could answer that by a comment histor- 
ical in character. The present index of the Bureau began in 1902. It 
was preceded by a study made by a Senate committee in 1893, the 
technical adviser of that Senate committee being Roland Faulkner, no 
longer living, and it is known as the famous Aldrich committee of the 
Senate. I believe the full title of it was the Committee on Wages, 
Prices, and Transportation. 

The concern of the committee was to find out, in a political sense, 
whether wages or prices had fallen more since the Civil War and up 
to this time of the low-price period of the mid-1890’s or early 1890's, 
if you will. Faulkner constructed the first price indexes, and this was 
a wholesale price index, the first price indexes that were ever con- 
structed in the United States. And I misspoke myself a moment ago, 
I beg your pardon; when I said the first index was published in 1902, 
I referred to the Wholesale Price Index, but it does have a bearing on 
this cost-of-living index. 

They did not know too much about how to construct price indexes 
in those days, and it seems to me I could name just one or two or three 
steps in the way of progress in technical methods in the construction 
of the index. 

The early index published by Faulkner, and the Wholesale Price 
Index published in 1902, were both published or constructed on what 
I would call the most primitive methods. Now, there were criticisms 
of the index in the first decade of this century—and I am still speak- 
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ing of the Wholesale Price Index, because it is typical of the problems 
that you face, and these are problems in any index, rather than just 
a consumers’ price index. 

As a result of criticisms of the index, and not necessarily of the 
Bureau personnel but of procedures, there was an investigation made 
by the end of the first decade, by Wesley Mitchell. One of the great- 
est pieces of literature in the field of index numbers today is the bul- 
letin published by Mitchell in 1915, and it is one of the best pieces of 
literature ever written on the subject. 

The Mitchell bulletin brought about a very great change in pro- 
cedure. If I might use the technical term for it, a shift was made 
from an unweighted average of price relatives type of index, to a 
weighted average of price relatives, with fixed weights; and the 
weights were to be changed about every 10 years. 

I think it is recognized perfectly clearly by the Bureau—and this 
applies, now, both to the Consumers’ Price Index and the Wholesale 
Price Index—it is recognized today that a 10-year change in weights 
is not enough. If I sense their purpose today, it is to shift their 
weights as rapidly as they can get the information, as they can collect 
it, and as rapidly, if you will, as Congress will give them the money 
to do the job. 

It seems to me if there is to be any improvement over present pro- 
cedure, the only way in which it could happen would be by, more fre- 
quent revisions than in the past, or by a continuous revision. 

That is not wholly a Bureau question; it is the problem of selling 
the idea of more frequent revisions to the Congress. 

Mr. Forsyrue. I think the committee would undoubtedly be inter- 
ested in an expansion of this statement in your prepared statement, 
on page 2, where you said that you did not want to comment at that 
time on questions discussed at the conferences, but I think the com- 
mittee would be very much interested in knowing the kind of things 
that do come up between the Committee and the Bureau. 

Mr. Mvpeertr. I could pick out a few examples of that type of 
thing. Of course, they will have to do wholly with technical mat- 
ters, now. 

The question arises, for example, of what kind of prices they will 
collect. ‘The idea is this: Suppose we are trying to get the prices 
of peas in cans. Now, there might be a dozen different kinds of 
cans of peas on the market. What kind of a price are we going to 
get? We want to get an average monthly price of peas, and we are 
talking now about the monthly index, and we want to get an average 
monthly price of peas to enter into this index. 

Shall we go into the marekt and select more or less at random, a 
dozen different varieties of peas and get the prices of them, and av- 
erage those prices? Or shall we specify that for our purposes it is 
much better to define the thing we want to measure, very accurately, 
and then get a price of that accurately defined commodity ? 

In the first case, I think you could see that your average price might 
include something more than price change, when you compared those 
average prices over 2 months, since your figures might represent 
change not only in prices, but also in qualities. 

Now, they put up to us the question: Would it not be better to spec- 
ify precisely or define precisely the character of the can of peas that 
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we wanted to price, and then price that can, and in that way get a 
price measure that measures price only, and not quality as well ? ‘§ 

That is the type of question put up to us. 

Mr. Forsyrue. I think at this point I haven’t any further questions, 
Mr. Chairman. 

Mr. Sreep. Professor, I am just wondering if you could make some 
comment on your experience with some of the uses to which the index 
is put after it has been created? Does your committee go into that 

phase of it? 

Mr. Mupeerr. I think I would want to say in that connection this: 
that the question of measuring price change and the question of the 
use to whieh the measure is to be put are completely independent, one 
of the other. Suppose we are trying now to measure the change in 
prices—that is, the Consumers’ Price Index—the change in prices of 
wage earners and clerical workers, as the Bureau does, in some speci- 
fied city, in the city of Washington. The answer must refer to the 
price level for some average of the group in question. 

There are indeed families on the fringes of the particular group, in 
in an income sense, and there are families in the middle. So we are 
going to measure a price index that applies to an average somewhere 
near the center of that particular group. 

All right, it seems to me that the job of measurement of price change 
is completely divorced from, should be and must be completely di- 
vorced from, any use. If you want to use the price as an escalator 
clause in wage contracts for the particular group defined above. That 
is one of the things it is constructed for. 

Suppose on the other hand, you want to use it as an escalator 
clause—let me pick an example, now, in my own field—for increasing 
salaries of college professors—I happen to be one—you could use it 
for that purpose. But it is not a measure of the change in prices 
reflecting the experience of the latter group. It reflects the former 
group, and it can only be used as an approximation in the latter case. 

Mr. Sreep. The reason I asked that question was that you made 
some reference to the advisability of carrying it to one decimal point 
us against probably two or three decimal points, and I was just won- 
dering if the use to which the index is put had anything to do with 
the intensity with which you tried to pin it down. 

Mr. Muperrr. Mr. Chairman, commenting on the accuracy of index 
numbers in terms of decimal points is not entirely realistic. Accuracy 
isn’t wholly a question of decimal points; it is a question of getting 
something that is the best possible measure that is available for the 
particular defined group we are talking about. It cannot be handled in 
terms of decimal points, and I recognized that, but I didn’t think you 
wanted me to go into technical details on anything like that. 

Mr. Streep. I wanted to clear that up. 

Are you aware at this time of any fundamentals or ingredients of 
the new index that are, shall we say, in the field of controversy or that 
are under study or consideration for probable change / 

Mr. Mupeerr. I am not just sure what the question is that you are 
asking me, Mr. Chairman. 

Mr. Sreep. I thought we might have a live example of something 
now under consideration in this revision process. 

Mr. Mupeerr. The revision process, if I understand you correctly, 
or at least, the thing I can comment on, the revision process is the 
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process of revising an index number of prices that has to do with a 
specifically defined group of people in the community. 

Now, in the very narrow and specific sense, it is an index applying 
to that group, and that group only. The minute you get beyond that 
group, you are using it for some other purposes. 

Mr. Steep. Maybe this will illustrate what [have in mind. Yester- 
day, I believe, we had some discussion as to the inclusion of taxes in 
the index, and the kind of taxes, and I was just wondering if your 
committee had discussed any of that sort of thing. 

Mr. Mvvcerr. I do not think the committee has discussed it. I 
could give you a judgment on it, if you want me to do so. You are 
= about income taxes now, I judge. 

Mr. Streep. Yes, and also ad valorem and sales taxes; but income 
taxes was one of the things that I had in mind. 

Mr. Mupcerr. Let us take a tax in particular. What we do in con- 
structing a price index is to go into the market, and find sets of prices, 
the type of thing I was talking about here a moment ago, the prices of 
cans of peas. We also go into the market and find quantities. In 
order to construct an index, to use the aggregate type of formula, you 
have to multiply prices by quantities. 

In the very nature of the thing, if you have the price of a movie 
ticket and it includes a tax, that is part of the price’ that you pay, and 
it seems to me that you can introduce it into the index number very 
easily. And the quantity is also available from the market. But 
the income tax example is quite a different matter. What is the price 
you pay for an income tax, and what quantity of income tax do you 
pay’ There is no answer to that question, and to me it is inconceiv- 
able that vou could put it into an index number. 

Mr. Streep. I understood one of the witnesses to say that in some 
other countries where they have consumers’ price indexes, some taxes 
have been included, _ I wonder if you have made a study of that? 

Mr. Mupcerr. No. I do not know what happens abroad. 

Mr. Srerp. Your committee has dealt, then, largely with technical- 
ities that would affect the American scene? 

Mr. Mupeerr. The question of taxes has not come before our com- 
mittee, ne it might very well before the revision is over with. 

Mr. Srrep. Another thing, you made some reference here to the 
cr iticisms that have been made from time to time about the index, and 
T assume there are some who say it is not high enough, and some who 
contend it is too high. 

Now, can you recall any particular basis or any types of this criti- 
cism, and make any comment on it ? 

Mr. Mounerrr. If you want an example of criticism, you have un- 
doubtedly discussed, in the last few days, there was great criticism 

of the Bureau index in 1943. Is that what you refer to? 

Mr. Sreep. It was only referred to in general terms, and I was 
trving to get down to something specific. 

Mr. Mupcerr. The claim was made that the Burean hadn’t accu- 
rately measured prices. Now, I would say this: T will neither defend 
nor will I criticize the Bureau for what they did at that particular 
time. A world war had made prices very unstable at the particular 
time, and thev were doing the best they could. There is no question in 
mv mind, as I read the literature of the Burean, that they were con- 
scious at that time of the need for revision. The war itself had made 
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the index out of date and the Bureau was doing what it could in the 
way of current adjustments. The last general revision of the index 

yas based upon the weights for the period 1934, 1935, and 1936. 

“ihe there just wasn't time during the World War—at the time, 
we were putting our entire resources into war—there wasn’t time to 

reconstruct the index, and to keep it in close conformity to condi- 
tions of wartime consumption and I think that that is the main rea- 
son why the index sort of got behind. 

Well, an index always gets behind; and as a matter of fact, it is 
likely to be due to the fact that an index number gets behind the 
times that we can bring to bear enough knowledge about the subject 
onto Congress so that we can ask for a revision of the index. 

I think that there is no doubt that the current revision stems from 
the difficulties they ran into in 1943. 

Mr. Sreep. Do you think there is any practical way that revisionary 
facilities could be given to the Bureau so that in the event, say, of 
another national emergency or war, the trouble we had during World 
War II could be avoided and a more realistic : approach could be taken ? 

Mr. Mupeerr. Everything is moving in that direction right now. 
You see, the Bureau had been tied to a fixed- weight aggregation 
formula procedure and this goes back to theory. After all, some of 
these questions have to be propounded by the theorists, if you will 
permit me to say so, and discussed in considerable detail before the 
practitioners will take them over. And it seems to me that the com- 
ment I made a while ago about Wesley Mitchell is a case in point. 
Mitchell brought about, by a bulletin he published in 1945—and he ‘ 
made this investigation at the invitation of the Bureau of Labor Sta- 4 
tistics—he brought about the greatest single improvement in the con- 4 
struction of index numbers of prices that had been made up to that 
date in the United States. 

The next improvement after Mitchell persuaded us to shift from 
a simple average of relatives to a weighted average, a fixed weighted 
index, was to change those weights as frequently as possible. 

If I sense the attitude of the Bureau now, they are in agreement with 
my own position on the subject. I would go to the limit, if I could 
ever persuade Congress to give me the money, in demanding a revision 
of weights on these indexes every year. But I do not think the coun- 
try is ready for that, and maybe the Bureau would not go all the way 
with me either. 

Mr. Strep. As I get it, when you speak of weights, you are bringing 
up an element that would have a lot to do with this sampling they do 
to get quantities? 

Mr. Muncetr. Not with the sampling, no. It is a measure of the 
importance of the prices. 

Could I illustrate it. Suppose two things went into the index, and 
this would illustrate it. Suppose we had the price of steel and pig 
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iron, let us say, and the price of darning needles. Now, we want to 
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might have the index dominated by darning needles, and you don’t 
want that to happen. That is what I mean by weights. 

Mr. Srexp. Is there any absolute, fixed way that these weight values 
can be arrived at? 

Mr. Mupcerr. No, sir. You have got to go into the market and get 
them. It is the quantities that were associated in the market with the 
prices that you want. If the average price of pig iron for a given 
month was $50 and if 5,000,000 tons were marketed during that month 
then 5,000,000 is the proper weight of this price. 

Mr. Streep. In the sampling they do to get these quantities, has your 
committee given any study to their form of sampling and their meth- 
ods of sampling ? 

Mr. Mupeerr. We have. 

Mr. Steep. Would you care to comment on that? 

Mr. Mupeéerr. They have introduced modern sampling methods in 
their attempt to get it. What they do in the cost-of-living index now 
is to make studies of the expenditures of families in cities, and I don’t 
know the number but my impression is that they are trying in the cur- 
rent revision to get factual information on housing for about 150,000 
dwellings and on family budgets of something in the neighborhood 
of 15,000 or 17,000 families, not all of them, of course, to be used in 
the index, but some of them will be used in the index. 

They are making use of modern technical sampling methods to get 
the best measure of the typical family that you will find in the city of 
Washington. It is a very complicated and a very technical problem. 

Mr. Sreep. Assuming that the average family will do its very best 
to give the interviewer the most accurate information that he can, 
what measure of quality or what measure of error could creep into 
that sampling through the human element of the interviewer himself ? 

Mr. Mupcetr. Well, there is always what we call—there are a half 
a dozen kinds of errors that creep into it, if you want a comment on 
the technical point. There isa sampling error. Could I illustrate that 
for you, if you don’t object to a technical comment. 

Suppose you had a basket of balls in front of you, and suppose there 
were a thousand balls in there, and suppose I knew this but you didn’t. 
There are 1,000 balls, of which 100 are red balls and the rest white. 
Now, you are going to sample them, and you are not going to count 
the 1.000 but only 500. 

Now, will you get 10 percent of the red balls in the 500%? The 
chances are, not. And that is what we call a sampling error. Re- 
peated samples of this sort will produce variable percentages of red 
balls. Sampling error is a measure of this variability. Such sam- 
pling errors are implicit in any study of these family expenditures, 
unless you construct your family budget study on the basis of abso- 
lutely every family in the community, and you can’t do that. 

Mr. Streep. What I wanted to know was this: Suppose you had 
two interviewers. With these two individuals, and the human ele- 
ment that naturally would have to enter into it, what normal differ- 
ence of sampling would occur? 

Mr. Mupeert. In the first place, the interviewers do not have choice, 
themselves, as to what families they will interview. 

Just incidentally, this came to my mind recently in connection with 
discussions with the Bureau. They were telling us something about 
the way in which they had determined this sample of families, ex- 
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penditures of whom they were going to study. The sample ad- 
dresses for Boston, for example, and for every other city are selected 
here in Curie Hall, on the river front. Then investigators are sent 
out—and I hope that I am right on the details—and they hunt up the 
addresses that were selected by this process. The interview-taking 
is itself a highly skilled technical procedure, and the interviewers have 
all undergone special training for this purpose. 

It happened in one case, one of the addresses selected in their sample 
was a large hotel in Boston, so as a part of their sample they had to 
study expenditures of families that made their homes in this hotel. 

This is the way the sampling is done, and these details about which 
addresses to sample are worked out in the main offices of the Bureau. 
They will select a section of the city and will say, “We want to sample 
this section of the city. There may be 100 addresses in the section, 
and we are going to get 10 of them; we will pick the 10 in such a way 
that the 10 will be the best measure of the average family expenditures 
of that 100, that we know how to get.” 

That is a technical problem, but it is a problem that has a very 
satisfactory solution. 

Mr. Streep. Where is the decision made as to what actual sampling 
will be done? 

Mr. Mupeetrr. Down here in the local office. 

Mr. Sreep. The person in Boston would have no influence at all on 
that ? 

Mr. Mupeerr. Not on deciding who would be interviewed. The 
person who interviews, interviews at the addresses that he or she is 
told to interview. 

Mr. Streep. How much chance for error—for instance, if you were 
getting an index for wage earners of a certain type, how much chance 
would there be for someone in the Bureau here to miss the mark by 
having selected the wrong spots to go to do the sampling? 

Mr. Mupeerr. It is a question, now, of how the Bureau has selected 
that sample. If, by that, you mean could somebody else using the 
same technical methods go out and get another set of weights, and 
would they agree, ne, they won't. There will in general be a sam- 
pling difference between them. If you draw 50 balls out of the bag, 
you may get 10 reds; and I may draw 50 balls and get no reds. That 
is an unusual sampling difference. But you can make the difference 
between one sample proportion and the true proportion as small as 
you wish if you are willing to spend enough time and money on the 
effort. 

But this is true, and any statistician knows this: These sampling 
errors in the weights, as long as the weights really belong to the 
prices we are collecting, with slight variation in the weights, have 
relatively little influence on the final result. 

To be sure, if you got weights from Timbuktu, they would not 
apply to the prices of peas in Washington at all. But if you get 
weights reasonably approximate, good weights of the actual expendi- 
tures of the people in Washington for the period of time when they 
are measuring this index, you can get a topnotch, high-quality, low- 
error, and high-accuracy index, there is no question about it. 

Mr. Howey. I am not quite clear whether they have really only 
changed the weights as infrequently as seems to be the case, or whether 
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they ever, during the interim, see something that is obviously out of 
line in the way of a weight. 

Mr. Mupcerr. I did not hear the latter part of your question. 

Mr. Howe... I wonder if at any period other than these infrequent 
times when they have changed the weights, if they saw something 
that was pretty obviously or suspected something that was pretty 
obviously out of line, whether they would change it. 

Mr. Mupeerr. Yes. They did that repeatedly during the period of 
the forties when the war forced rationing and changes in consump- 
tion. Their literature will carry that. I do not have it before me, 
but, for example, such things as the purchase of electric gadgets dis- 
appeared from the index completely. They couldn’t be purchased 
for the time being and it was therefore appropriate to omit them from 
the index. 

Then they put back the old weights, after the war was over and 
these things came back on the market. But during the war they 
changed the weights for automobile operation, and they added to 
repair costs, and they added costs—I am speaking generally, but I am 
sure you will find the cost of repair includes the cost of recapping 
tires during the war, and that type of thing. 

That is the type of thing they did, and I cannot be sure of the de- 
tails, because I do not carry those details in my head. 

Mr. Howeii. How much time have you and your committee spent 
on this project, altogether, roughly ? 

Mr. Munecerr. We have had five conferences in Washington, some 
of them as short as 2 days and some as long as 4 days. The last one 
was 2 weeks ago. 

Mr. Howeix, Over what period of time has that been 4 

Mr. Mupcerr. The first one was in November of 1949; and one in 
March of 1950; and one in September of 1950; and February 1 of this 
year; and 2 weeks ago. 

Mr. Howe... I think that that is all I care to ask. 

Mr. Morton. Professor, I take it that if funds were available, you 
would recommend a more or less continuing and constant survey of 
weights, and the annual application of any change in those weights? 

Mr. Mupcerr. Now you are asking for my personal opinion? 

Mr. Morton. Yes, sir. 

Mr. Muperrr. Let me preface that by stating that there are differ- 
ences of opinion on that among the statisticians. And that is my 
personal opinion. I stand on that. : 

Mr. Morton. In order that the record might, for the benefit of us 
who are not statisticians, clearly illustrate this problem of weights, 
is this a fair practical example: Assume that movies amounted to 3 
percent of the budget in the market basket of the moderate-income 
family, it would, of course, have that weight in the index, 3 percent ? 

Mr. Mupeerr. That is right. . 

Mr. Morton. Then that family, and thousands and hundreds of 
thousands of like families, purchased television sets, and a survey 
shows that movies have gone down to 1 percent. So then, from three 
one-hundredths to one one-hundredth is the difference in movies, in 
the weight of movies in the index ? 

Mr. Mvpeerr. If you wanted the ideal, which we can’t ever attain, 
the minute that the weight of movies went from 3 to 1 percent, I 
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would reduce the weight of the movies to 1 percent, and I would add a 
weight for television sets. There is no question about it at all. 

Now, that is the point, I say, on which the statisticians differ. Speed 
of change of the weights is a point on which statisticians aren’t wholly 
agreed, and I am perfectly sure that there are plenty of them who 
disagree with me. I stand pat on that one, though. That is my 
professional opinion. 

Mr. Morton. That is all. 

Mr. Vai. Professor, are the terms “price index” and “cost-of-living 
index” synoymous, in your opinion ? 

Mr. Mupeetr. Again a little bit of history. Throughout the history 
of the so-called Consumers’ Price Index, until the year 1943, they 
were completely synonymous, so far as I can see, in everybody’s mind. 
Again I speak a personal opinion. I think it has been a most un- 
fortunate thing—and I understand exactly why it happened, I think— 
it has been a most unfortuante thing that this issue has arisen where 
there are people who will insist that the concept of a price index is 
one thing and the cost of living is something else again. The feeling 
has been, and it arose out of the controversy in 1943, that a cost of 
living index contains something in the way of quantity change and not 
alone price change. 

Well, if I were a dictator and wanted to dictate with respect to 
these matters, I would say that there shall be no change between the 
meaning of those two things. It isn’t a serious matter, though, 
Mr. Vail. 

Mr. Vau.. I think it has been brought out here in the testimony that 
certain of the factors—the rising standard of living has been brought 
into the cost index, and I do not think that it should be represented 
in any price index. 

Mr. Mupeerr. That is correct, absolutely. But in a properly con- 
structed cost of living index, it would not be. I can’t think of a good 
illustration—I always want to explain by analogy—but we change our 
way of speaking of things from time to time, depending on current 
issues. Probably it would be a very dangerous thing for me to say, 
but the popular thing in the United States is to damn the Communists, 
and, well, I think it is the job of a lot of us to try to understand the 
Communists; and I don’t know whether the analogy gets anywhere 
at all. 

Mr. Vai. I think we understand them pretty well. 

Mr. Mupcerr. There is a lot that we don’t understand about them. 
I am not going to get into that one. I knew I was in trouble with 
that one. 

Mr. Morton. I take it that a properly weighted price index ap- 
proaches a cost-of-living index ? 

Mr. Mupererr. A properly weighted price index is a_ properly 
weighted cost-of-living index, in the use of the terminology that I 
make; but in the terminology that brought about this change in the 
use of those phrases, a cost-of-living index means price change plus. 
And, of course, if it does mean price change plus, it is not a good index. 
There is no question about that at all. 

Mr. Morton. I think we are in agreement, and I did not phrase 
my question properly, that when you weight the price index to take 
into account changes in buying habits, and so forth, then you get a 
cost-of-living index. 
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Mr. Mvupeerr. I can’t construct the proper price index without 
doing that, and you always must do that. 

Mr. Morton. Then a proper price index, in your concept, is a cost- 
of-living index? 

Mr. Mupeerr. Surely. 

Mr. Vain. And yet, at the same time, if we bring into the picture 
such elements as the luxuries and other things that were considered 
luxuries some time ago that are considered necessities today, and 
we add them to the cost-of-living index, it does give the public an 
erroneous impression of the cost-of-living index. 

It seems to me that a parallel should be drawn between the market 
basket purely, or else if you are going to use those factors as part of 
the cost-of-living index, set up a standard-of-living index, as well. 

Mr. Mupveerr. Now, wait a minute. We are talking about the cost- 
of-living index, or price index, for a particular group of people. It is 
their living of which we are trying to measure the price change, and 
if they happen to consume Cadillac cars, all right, Cadillac cars have 
got to be in the index. 

Mr. Vai. But it is being used today for the establishment of wage 
increases. 

Mr. Mvupcerr. That is right, of course. 

Mr. Var. And if we are providing, i in wage increases, for Cadillac 

‘ars, it would seem to me that we are trav eling far afield from the 
original object of the cost of living 

Mr. Mvuneerr. Don’t forget, I : said there is a great distinction be- 
tween the matter of measurement and the matter of use. The two 
things are completely separate. If you ask me as a technician to 
measure the cost of living for a particular group in the community, 
it is an historical fact with which [am going to deal. It is the change 
in the cost of something that people actu: illy spend their money on. 
And if they spend it on Cadillacs, the Cadillacs have got to go into 
the index, and there is no question about it at all, as a point in theory. 

Mr. Vain. I have been interested in the sampling, too, of the agents 
who go out and make the sample, noting that the consumer goes back 
7 days and recollects what purchases have been made. Now, we took 
some samples, that is, the Gallup poll did, in 1948, and on one ques- 
tion, and shot wide of the mark. 

Mr. Mcupcerr. Sometimes they hit close to the mark, too. 

Mr. Vain. I am wondering just how much confidence we can have 
in the accuracy of the recollections of the housewife who is, after all, 
concerned there. 

Mr. Mupcerr. I can tell you an example on the opposite side of the 
story, and I don’t know that this i ¥ worth while: that that, again, is 
dependent on the sampling type. I do not believe it is appropriate 
for me to engage in the technical argument with your committee as 
to why the Gallup poll went haywire. I heard Mr. Gallup in public 
try to defend the reason why he went wrong on the thing. But there 
are some technical reasons, and I am not prepared at. the moment to 
state them all. We must, however, distinguish between the weights 
and the prices. The weights are obtained from these expenditure 
surveys, such as the one that is now in progress. The prices, on the 
other hand, are obtained from stores and do not depend upon the 
housewife’s memory. 

Mr. Srrep. Would this not be true—— 
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Mr. Mupeerr. May I just finish this? 

I do not think Mr. Gallup uses as good technical methods as they 
use down in Curie Hall. I will stand by my guns on that one. 

Mr. Streep. Is this not true, in this kind of a poll, that in the instance 
of the interviewer in the expenditure survey, he is seeking an actual 
fact. The housewife either bought a sack of flour or some beans, or 
she did not. And in the instance of the other, he is seeking an opinion. 

Mr. Mupcerr. Well, in a sense, they are both facts. 

Mr. Sreep. On a certain thing, “How do you feel about a certain 
public figure?” That is what is asked. 

Now, people might be very favorable toward a public figure today, 
and read a headline tomorrow and become unfavorable to that person. 

Mr. Mupcerr. There is no question about it at all. 

Mr. Sreep. So when you are sampling opinion, you are sampling 
something that is intangible and changeable. 

Mr. Mupcerr. Changing over time. 

Mr. Sreep. And the housewife either bought a sack of flour or she 
did not, and that would account for some of that. 

Mr. Munpeerr. That is what we are after in the measuring of price 
changes; of course, we are trying to find out what the historical record 

vas. Price indexes are always historical measurements, and there 
are no exceptions at all. It is either a good one or a bad one. 

Mr. Morton. Just to clarify this again, largely for my own mind, 
if the buying habits changed and, to use the extreme example that 
was mentioned just now, people that you are sampling, families that 
you are interested in, went to Cadillac cars, to use that extreme exam- 
ple, the introduction of the Cadillac car rather than the average 
of the second-hand Ford, Plymouth, and Chevrolet, its introduction 
into the index would not at that time change the index, although the 
car cost three times as much, but changes in the price of the Cadillac 
would then be measured ? 

Mr. Muvcerr. It is the price change that we are measuring. 

Mr. Morton. If you suddenly decide that you are going to take out 
the low-priced cars and introduce the Cadillac car, the index still 
stands at the same thing, 245: but when the price of Cadillacs changes, 
then the index will be affected ? 

Mr. Mupcerr. That is right. So you see, we are measuring price 
change and not change in the standard, if we do a good job, on a price 
index. There is no question about that at all. 

I think that your point, Mr. Morton, is well taken, because in shift- 
ing from the secondhand Ford to the Cadillac, you are changing your 
standard of living, but that does not in itself, if you have got a good 
measurement, change the prices of things. 

Mr. Streep. In other words, when you go out to measure a certain 
group of people, you are not concerned about what they do or do not 
consume, but you want to find out what they buy, and then if that 
particular item changes in price, you want to know it. 

Mr. Mupcerr. I think that that is exactly correct. 

Mr. Steep. Is this also something that would clarify it: that this 
index, the price index, is supposed to be in a limited field, and it is 
not supposed to include all of the people in our economy, but the wage 
earner, so-called wage earner group? 

Mr. Mupeerr. Always, Mr. Chairman, it must be dealing with an 
average or a typical group. Now, in the existing bureau index, they 
are measuring price changes for wage earners and clerical workers 
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in large cities. That is the definition of the group they are dealing 
with. But among the wage earners and the clerical workers in large 
cities, there may be somebody who gets $1,500 a year, and there is 
another, say a highly skilled technical worker who gets say $10,000. 

Now, your index cannot measure for all of these. It measures some- 
body up somewhere in the middle. It is a typical person. 

Mr. Sreep. You hope in sampling that you get enough variety of 
all of this that the average will be consistent ¢ 

Mr. Mvuperrr. With the true average in the community, yes. 

The thing that is measured is measured for the average, there is no 
question about that at all, but we apply it to the whole group, and 
there is no objection, in my mind, to that at all. There would be 
more difliculties in applying it to high-income groups and to, let us say, 
very low-income groups, and that is the reason why there is pressure 
today for several indexes instead of a single one. 

Mr. Sreep. I wanted to come to that. 

What is the feeling of your committee as to the worth or advis- 
ability of more than one index, say regional indexes or group indexes, 
or small-city indexes ? 

Mr. Mupcerr. I do not know whether I can express the committee 
position on it. I can express my position on it, that it depends en- 
tirely on how badly the American people want indexes specifically to 
measure particular groups. If there is demand for an index to measure 
price changes of people on relief, we may have to construct it. The 
decision is a political one, Mr. Chairman, in my judgment. 

Mr. Streep. Would you care to express an opinion on how you feel 
about the practical need for any of these suggested new indexes? 

Mr. Muperrr. Yes. I have some positive opinions on the subject, 
I must admit. I wish it were possible to have consumers’ price indexes, 
for industry groups, particularly for large-industry groups. I see no 
reason at all why there shouldn't be an index especially relating to 
the automobile industry. This is a very large and important section 
of our economy. I don’t see any reason why we shouldn’t have an 
index for the steel industry. I would like to have an index that is 
typical of the New England area as an area index and not of Boston 
alone; one of the areas centering around the metropolitan district 
of Philadelphia; and New York, also. 

Mr. Srrep. Aside from satisfying your, we will say, appetite as 
a statistician, what practical use would that information have 4 

Mr. Mupeerr. What was your question again ? 

Mr. Srerp. To what practical use could such indexes be put? What 
value would they have? 

Mr. Muncerr. Well, take the case that I have just mentioned about 
the automobile industry. An index number for the automobile indus- 
try is a more definite and specific measure of the price changes for 
consumers in the automobile industry than is an index number for 
the city of Detroit alone. 

Mr. Steep. And in the case of New England, in any wage agree- 
ment, for nistance, that affected the manufacturing area known as 
New England, you think it would be a better measure / 

Mr. Meupcerr. That is right. 

Mr. Steep. You think, then, that by doing it through regions, that 
working and living conditions in the various sections of the country 
could be more accurately measured / , 
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Mr. Mupeerr. I would think so; I would think so. 

I do not think that I have enough information myself, Mr. Chair- 
man, to know which one of those things should be published or con- 
structed first, if you are going to expand. The construction of a 
good index number is an expensive matter, and we certainly have got 
to come before Congress if we want to expand these activities. 

Mr. Streep. Coming back to the index we do have, and this matter 
of a more rapid revision, has your committee given any consider- 
ation to the extra cost that would be involved over what the Bureau 
now is spending ? 

Mr. Mupcerr. No. That is something that I know nothing about. 

Mr. Srrep. What percentage of increase in their costs would you 
say it would be? 

Mr. Mupeerr. Mr. Chairman, it would be a wild guess. I would 
have no idea. It isn’t anything that I am competent to answer, at all. 

Mr. Wier. In trying to get the cost of living on these spot checks 
and the averaging, I think a lot of it is determined upon gathering 
the information. Every one of our industrial cities has its parts of 
the city that represent a certain mode of living. 

Mr. Mvupcerr. That is right. 

Mr. Wier. A certain standard of living. 

Mr. Muneerr. Yes; that is right. 

Mr. Wrer. Every major city has that. Over here is a poor dis- 
trict, and here is a moderate district, and here is a little better, 
what we call a tree district, and over here is a bourgeois district. 

In my city, in Philadelphia or Boston, or any major city, the cost 
of living, unless it has a general application, if it is limited it can 
misrepresent what you are trying to get out of the city of Minneapolis. 

Mr. Mupcert. I am not quite sure of your point, now, Mr. Wier. 

Mr. Wrer. On the whole, let us say that they go out and they 
pick—I will refer to Government employees—they go out and can- 
vass the people in Minneapolis that are in grades 1, 2, and 3 of civil 
service. And then they canvass another part of the city in which 
the grades 7, 8, and 9 reside. 

Now, the cost of living to those two people, because of their income, 
would be quite different, would it not? 

Mr. Mupeerr. There is no question about it. The standard is 
quite different and the weight would be different. 

Mr. Wrer. The index would be different. 

Mr. Muncerr. The index could be different because of different 
weights, but the difference in the standard is much greater, Mr. Wier, 
than the difference in the cost of living, much greater. You under- 
stand, of course, that the information on prices is obtained from stores, 
not from families. The difference in the indexes would be due mainly 
to differences in weights. When we want to raise a question—it has 
been done once in my career in Minnesota—of the cost of living for 
college professors, we have two alternatives: One is to construct a set 
of weights representing what college professors buy, and one is to take 
the BLS index. A colleague of mine and I spent all summer getting 
up a cost-of-living index during the middle 1930’s for college profes- 
sors, and when the end came we almost decided it would be better to 
have taken the Bureau of Labor Statistics and we would have saved 
a whole summer’s work. 
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Mr. Wier. You were asked this question before, and I know there 
has been criticism leveled at this index for its inaccuracies on both 
sides. You referred to considerable criticism, or one of the members 
referred to considerable criticism and you supported it in 1948. 

Mr. Mupeerrr. That is right. 

Mr. Wier. What was that criticism, and from whom? 

Mr. Mupcetr. It started with a charge by the labor group that the 
index, I can’t quote dates exactly, and I don’t think that they are 
necessary, that over a period of 3 years prior to that—the dates were 
January 1941 to December 1943—the Bureau had shown an increase 
of 23 percent, as I recall, in the Consumers’ Price Index; and a labor 
group made a special investigation, and they claimed that the increase 
should have been 43 percent. Broadly speaking, that was the prob- 
lem. It was an investigation of their procedures. And then a 
technical committee investigated the matter, and decided that there 
was some need for revision, but they decided, I think, that the criticism 
wasn’t wholly deserved, that the increase was greater than the BLS 
index but less than the critics said. 

Mr. Wier. I remember those charges, and I wanted you to relate 
them: and you almost answered the second question I was going to 
ask you. 

After these labor groups had made, and I think that they printed in 
their magazines, their findings on the cost-of-living index in disagree- 
ment with the Bureau’s—— 

Mr. Mupeerr. There were some revisions. 

Mr. Wier. Then, in your opinion, and in the opinion of the com- 
mittee, in your revision, how far off was either the Bureau or the labor 
grounds in their survey? Was there a great differential ? 

Mr. Mupcerr. There again, I would rather not put it in figures. 
It would be just the wildest kind of a guess, and the only way I could 
make an honest guess about that would be to do a lot of work on it. 
The Mitchell committee, which studied the index at this time at 
the request of the Bureau, did make an estimate of the extent of error 
in the measurement between January 1941 and December 1943. 

Mr. Wier. You did make some revisions after that 

Mr. Mupcerr. They did make some revisions. But again I would 
say, in defense of the position that the Bureau had taken up to that 
time, we were fighting a world war. But the report of the Mitchell 
committee did not indicate the need for extensive revisions. It is 
my belief that the labor report plus the report of the Mitchell com- 
mittee help to emphasize the need for frequent revision of both the 
commodity lists and the weights that later make this index. 

Mr. Wier. As a jury sitting up here, I would have to accept that 
statement as considerable of the fault lying with the Bureau. You 
say that they were engaged in a war, and they hadn't kept up with their 
revisions, and I am assuming that that is what you are saying. 

Mr. Mupcerr. They desired to make revisions at that time, and 
they did make some revisions. 

Mr. Wier. Then, I will ask you, do you think the labor movement 
or the labor organizations that made the statement could justify to 
any extent their charges that the Bureau’s figures were considerably 
off / 

Mr. Mupcerr. I think that there is no question about that. I think 
both sides had a part of the truth, and I don’t think it was altogether 
on either side; and that is what you are trying to get at. 
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Mr. Wier. Could it happen today? Could that variance happen 
today, in your opinion ¢ 

Mr. Mupeerr. On the level on which it happened in those days, at 
that time, probably it couldn’t happen, except in the face of a very 
unusual upheaval in prices. I think that that is at the bottom of the 
thing. 

Mr. Wier. I am talking about the present circumstances. 

Mr. Mupeerr. I explained it by the fact that we were fighting a war, 
and a war is the most violent means of changing our whole price sys- 
tem that we can imagine. 

Mr. Wier. Well, Mr. Mudgett, or Dr. Mudgett—— 

Mr. Mupeerr. I prefer the “Mister,” if you don’t object, Mr. Wier. 

Mr. Wier. You say we were fighting a war then. Since June of 
1950, the Korean outbreak, I would imagine that the Bureau has had a 
much more tremendous job because of the rapid increase of everything, 
than they had all though the 5 years of World War II. Take last 
December alone. The cost of living on every item jumped more in the 
month of December than in any 2 months in the year. 

Mr. Morron. There is no question about the price change, but I 
think that the problems the Bureau faced in World War II were prob- 
lems of change in weights. They can take care of any change in price, 
but when items disappear from the market and other items take their 
place, modes of transportation change and everything changes, it 
throws the weights off, and the mere change in price does not bother 
the Bureau. If an item changes 10 percent or 50 percent, if your 
weight remains proper as to the part that it plays in the family budget: 
or the market basket, I don’t think that vou are in any trouble. 

But the thing that happened in World War II—if I am not correct, 
I hope Professor Mudgett will correct me—was these terrific changes 
in weights. Families were pulled from one community to another, and 
their whole buying habits changed: and items disappeared from the 
market, and we had rationing, and we had tremendous shortages. 

Mr. Wier. Then your contention is that the change of weights is a 
great deal more important than the change of prices? 

Mr. Morron. I am not saying it is more, but I say if you are set up on 
a certain system of weights, you are set up with what is right today, 
and items are still available, that regardless of what the price does, 
they can measure it. 

Mr. Wier. Then I will ask you, Professor, would you contend, as 
Congressman Morton contends, that the 1943 charges by labor might 
have been because they had not taken into consideration the weight 
changes that he refers to, rather than the price changes? 

Mr. Munecerr. I think that they are all mixed up. I hesitate a lot 
to try to measure the extent to which either one or the other of these 
two contending groups deserve criticism. I don’t know how much 
they deserve criticism. 

Mr. Wier. Was it a weight problem in World War IT? 

Mr. Mupeerr. It definitely was, and I think Mr. Morton has put 
his finger on a very important factor. 

Mr. Wier. Then I will close. 

Mr. Mupecerr. I hope you don’t assume that my opinion is that the 
truth was on one side more than the other. Mr. Wier, my opinion 
isn’t worth a nickel except on technical questions, and I know nothing 
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about politics, I know nothing about the conflict between labor and 
employers, either. 

Mr. Howeiu, Following up what Mr. Wier was saying there, I 
think they told us that they made a change of about 3 or 4 percent as 
& consequence or result of this criticism of the labor groups. Would 
that, in your opinion, have been probably about a fair thing? 

Mr. Mupcerr. Insofar as I have an opinion. But my opinion on 
that sort of thing, without study, is a guess, and after all, I pretend 
to be a scientist, Mr. Howell, and scientists don’t guess at things. 

Mr. Howett. But you do not have any real criticism of their ar- 
riving at that estimate ? 

Mr. Mupeéerr. No more criticism then than I would at any time, 
and no criticism then unless you understand what I mean by “criti- 
cism.” My “criticism” means an attempt at an honest evaluation, and 
the honest evaluation would say that we needed to change the weights, 
there is no question. 

Mr. Howett. But you did not have ary strong opinion that they 
were not somewhere in line by making that adjustment ? 

Mr. Mupeerr. Not at all. 

Mr. Forsyrue. I do have one more question, if Mr. Howell is 
through. . 

Mr. Howell asked you a little while ago about your contact with 
the Bureau, and I believe you said that you had had five meetings or 
conferences. 

Mr. Mupcerr. Before today; yes. 

Mr. Forsyruer. I have one further question on that. That doesn’t 
mean that you are not considering the problems of the Bureau or are 
in contact with them by letter or in contact with other members of 
the committee about problems? Your time in considering the prob- 
lems of the Bureau has not been limited to these five meetings of 2 to 
4 days? 

Mr. Mupcett. To a large extent, I think that that is an honest way 
to put it. Of course, the Bureau sends us material in advance to 
study. We are all full-time people, all teaching full time, all three 
of us. And I have actually been missing classes today to meet with 
you people. 

Mr. Morton. Your students’ loss has been our gain. 

Mr. Mupcerr. That is very kind of you. I appreciate that. 

Mr. Streep. We want to thank you for coming down here, Pro- 
fessor, and the subcommittee very much appreciates your helping us. 
I think that you have been very helpful, and we want to express our 
thanks and appreciation to you, sir. 

Mr. Mupegerr. I would like to say that I have enjoyed it very much. 

Mr. Srreep. The next witness is Mr. Roy Blough, a member of the 
President’s Council of Economic Advisers, 


STATEMENT OF ROY BLOUGH, MEMBER OF THE PRESIDENT’S 
COUNCIL OF ECONOMIC ADVISERS 


Mr. Streep. Mr. Blough, if you will add any further identification 
to that you desire, and then proceed in your own way with your 
statement. 

Mr. Bioven. Mr. Chairman and members of the subcommittee, I 
do not think that I will need to add to that identification unless you 
gentlemen wish me to do so. 
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I have with me today Mr. Fred Waugh, of our staff at the Council 
of Economic Advisers. 

I appreciate very much the invitation of the subcommittee to the 
Council to be represented in this hearing, and I am most happy to 
see in the hearing a reflection of congressional interest in important 
tools of economic policy, and this is one of the most important of the 
statistical tools that we have. 

The lines along which I have been asked to testify relate to the uses 
which the Council of Economic Advisers makes of the Consumers’ 
Price Index, rather than to any technical discussion of the index or 
its failings or its virtues. 

I believe it perhaps would be well if I reviewed briefly those as- 
pects of the work of the Council which require the use of statistical 
measures, 

The Council, as you know, in the Executive Office of the President, 
was set up by the Employment Act of 1946. The underlying objec- 
tive of that act is stated in section 2 of the act, and I will read partially 
from that: 

It is the continuing policy and responsibility of the Federal Government to 
coordinate and utilize all its plans, functions, and resources for the purpose of 
creating and maintaining conditions under which there will be afforded useful 
employment opportunities for those able, willing, and seeking to work, and to 
promote maximum employment, production, and purchasing power. 

As you see, it is an extremely broad frame of reference for the work 
under the Employment Act. 

To carry this policy into effect, the Congress set forth a number of 
things which were to be done; primarily, the transmission to the Con- 
gress, by the President, of his economic report. 

I think that I should mention the things which are to be in that 
economic report, because, again, they w ill indicate the purposes for 
— we have to have statistical information. 

The levels of employment, production, and purchasing power 
oa rining in the United States, and such levels needed to carry out 
the policy declared in section 2 which I just read, the responsibility 
for employment and promoting maximum employment, production, 
and purchasing power. 

_ Current and foreseeable trends in the levels of employment, pro- 
Ps tion, and purchasing power. 

3. A review of the economic program of the Federal Government, 
and a review of economic conditions affecting employment in the 
United States, or any considerable portion thereof, during the preced- 
ing year, and ‘of their effect upon employment, production, and pur- 
chasing power; and 

4. A program for carrying out the policy declared in section 2, 
together with such recommendations for legislation as he—that is, the 
President—may deem desirable or necessary. 

Now, the Council of Economic Advisers is set up with certain re- 
sponsibilities to the President with respect to the Economic Report and 
other matters. I would like to read the five duties and functions of the 
council as set forth in the act: 


(1) To assist and advise the President in the preparation of the Economic 
Report. 

(2) To gather timely and authoritative information concerning economic 
developments and economic trends, both current and prospective; to analyze and 
interpret such information in the light of the policy declared in section 2, for 
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the purpose of determining whether such developments and trends are inter- 
fering or are likely to interfere with the achievement of such policy ; and to com- 
pile and submit to the President studies relating to such developments and trends. 

(3) To appraise the various programs and activities of the Federal Government 
in the light of the policy declared in section 2, for the purpose of determining the 
extent to which such programs and activities are contributing and the extent to 
which they are not contributing to the achievement of such policy, and to make 
recommendations to the President with respect thereto. 

(4) To develop and recommend to the President national economic policies to 
foster and promote free competitive enterprise and to avoid economic fluctua- 
tions, or to diminish the effects thereof, and to maintain employment, production, 
and purchasing power. 

(5) To make and furnish such studies, reports thereon, and recommendations 
With respect to matters of Federal economic policy and legislation as the President 
may request. 

In summary, the problems with which we dea] are economic trends 
and developments, the economic problems for the country which those 
trends and developments are posing or giving rise to, or the policies 
which should be adopted or modified to deal with those problems. 

As you see, it is very broad in subject matter and very broad in 
approach to the subject matter. 

May I interrupt to say what I should have said at the beginning, 
that since I am not reading a formal statement, I would be very happy 
to have you interrupt me at any time and ask whatever questions you 
may feel are desirable as we go along. 

The forms in which the council’s work with statistics is used in 
formal publications are the Economic Report of the President with 
the accompanying Economic Review prepared by the council, which 
is submitted to Congress in January and at the middle of each year; 
and second, the monthly Economic Indicators, which are made up of 
a series of indexes and figures developed all over the Government 
which the Council of Economic Advisers collects, edits, and prepares 
for presentation, and which the Joint Committee on the Economic 
Report, the Congressional Joint Committee, publishes and makes 
available. 

Then third, there are certain confidential reports to the President 
throughout the year, in which materials of this kind are used. 

Now, in order to make clear to you what we do with these statistics, 
I have brought along some copies of the Economic Report of the 
President and of Economic Indicators, which I would like to have 
distributed to you. 

On the sheet attached to the Economic Report of the President 
are the pages in which we found, with rather a quick and cursory exam- 
ination, the Consumers’ Price Index is actually used or referred to 
in the report. As I shall indicate to you later, there are many ways 
in which the Consumers’ Price Index is used other than -in formal 
presentation of formal figures. 

For example—I will not go over all of these items, but as you 
will notice, we have listed pages 34, 37, 51, 78, and 133, as places in 
the text where the Consumers’ Price Index has been used as a measure 
of inflationary forces in the economy. 

(The publications referred to were filed with the committee, and 
are available for reference.) 

On page 34, for example, in the first full paragraph on that page, 
a comparison is made of the speed with which wholesale prices were 
rising and, in the last sentence, the movement of consumers’ prices, 
which rose much more slowly. 
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The other uses of the index in these factual points mentioned are 
of somewhat similar character. For example, on page 51, in the 
paragraph at the bottom of the page we point out that: 

Between 1940 and 1944, the index of consumer prices rose by 25 percent, and 
the index of wholesale prices by nearly one-third. 

On page 78, we use another comparison of them, of a similar char- 
acter, and in the last paragraph on the page: 

Between June and December of 1950, this general inflation raised wholesale 
prices 11 percent and consumer prices by about 414 percent. 

And on page 133, we give over the whole page to an examination 
of consumer prices as they were moving up during 1950. It includes 
a table showing percentage changes in the various major categories, 
and between certain periods of time. 

So that one use we have made of it in the annual report has been 
to measure the inflationary forces, on the theory that the movement 
of consumer prices is certainly one evidence of the movement of 
inflation. 

Mr. Streep. Right at that point, may I ask a question? In view of 
your statement of the value you attach to this, there would be no other 
source of this type of information except through this index? 

Mr. Bioven. That is correct. This is the best figure of the kind; 
and, so far as I know, it is the only governmental figure of the kind. 
I believe the Department of Agriculture has an index which relates 
to farm families, which has somewhat similar purposes, but as I un- 
derstand it, technically it is different, and for the purposes for which 
we are using them here, I believe it is not as valuable. This is the only 
source in the Government. 

I believe the National Industrial Conference Board has developed 
over the years some price indexes, also, and a price index of this char- 
acter, but naturally, Government agencies do not like to rely on what- 
ever may happen to come out of a private agency’s operations, how- 
ever well-conceived they may be. This is the only source for this kind 
of information, that is right. 

The second use which we made of the Consumers’ Price Index in the 
Economic Report of the President this last January is in measuring 
average real wages. References in the text are to pages 78, 116, and 
135. Thus, on page 78, in the same paragraph to which I previously 
referred, the paragraph at the bottom of the page, there is a compari- 
son made of the rate of increase in consumer prices and the rate of 
increase in hourly earnings, and also, corporate profits. 

Thus, the Consumers’ Price Index was set alongside of increases in 
wages to give some evidence of how real wages had moved as distin- 
guished from money wages. 

Likewise, on page 116 there is a paragraph in, I believe it is the 
policy section of this report, dealing with the subject of the stabiliza- 
tion of wages, and there are a number of comments made there relat- 
ing to the cost of living, and the Consumers’ Price Index is the only 
measure we have for approximating the measurement of the cost of 
living. 

The paragraph points out that holding the line on wages depends 
on holding the line on the cost of living. Well, obviously, we can’t 
know how the line is being held unless we have some measure of the 
cost of living. : 


_ 
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There are other elements there, but I will pass over them for the 
present purpose. 

On page 135 we go into, at some length, the increase in earnings, 
hourly earnings, weekly earnings, and relating them to the Consumers’ 
Price Index. Thus, in the center of the page we make this statement ° 

Real weekly earnings in all manufacturing, measured by changes in the Con: 
sumers’ Price Index, rose by almost 10 percent between November 1949 and No- 
vember 1950. 

Now, obviously it would be quite impossible to make a statement 
of that character without the Consumers’ Price Index, which is just 
basic to material of that character. 

On page 193, we present a table of the Consumers’ Price Index over 
a period of years, beginning in 1929, and showing it for all items com- 
bined, the different major classifications, by years; and for the last 
couple of years, by months. 

On page 178 there is a table in which incomes are shown in terms of 
current prices and in terms of 1950 prices. The Consumers’ Price 
Index is not all of the adjustment factor used in changing prices from 
current prices to 1950 prices, but it is a large part of the adjustment 
a used in trying to eliminate differences in prices between one 
year and another. 

Those illustrations show the places where, as I say, on rather quick 
examination we found that the Consumers’ Price Index is actually re- 
ferred to or obviously used in the computations made. 

I turn now to the Economic Indicators, the latest one available being 
May 1951. These same tables appear in each of the monthly issues 
of Economic Indicators, so you have the same results if you took any 
other month. 

On page 3 again is published the Consumers’ Price Index with se- 
lected years, from 1939 on, and by months for 1950 and 1951. And a 
chart is shown at the top of the page, in which you can trace the move- 
ment of the Consumers’ Price Index. 

On pages 10 and 11 are shown the hourly earnings in four selected 
industry groups, and the average weekly earnings in the same industry 
groups. Those are shown in current dollars, that is the amounts ac- 
tually received, and then in 1950 dollars. The adjustment in this case 
is based on the Consumers’ Price Index, using 1950 as a base of 100 
for the index. 

So that, that means that these various years are shown in 1950 dol- 
lars, using the Consumers’ Price Index as the basis for the compu- 
tation. 

On page 27 are a table and a chart dealing with per capita dis- 
posable income. Disposable i income means the income after the pay- 
ment of income taxes. There again, this per capita income, taking 
the total disposable income of the country after taxes and dividing it 
by the population, then is shown in two forms: one in current dollars, 
and the other in 1950 dollars, using the Consumers’ Price Index for 
making the adjustment into that. 

Here the Consumers’ Price Index is a lar ge part of the factor used. 

At the request of the President, we send him a weekly summary of 
economic developments. I do not have copies of that available for 
members of the committee, but again, we pay close attention to the 
Consumers’ Price Index in this summary of economic developments. 

Thus, in the issue of April 24, we have a paragraph showing the 
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changes in consumer prices over preceding months, up to March 15, 
and indicating which components had risen and the amounts by which 
those components had risen. 

We also show the statistics for the latest Consumers’ Price Index, 
and show how that index has changed for the various commodities 
over a month ago, over the Korean outbreak, and over a year ago. 
It makes a fairly handy way of seeing what has happened. 

For example, ‘from the Korean outbreak to March 15 ), 1951, the Con- 
sumers’ Price Index showed an increase, an over-all increase ‘of 8.4 
percent. Food showed an increase of 11.4 percent; and meat, 10.2 per- 
cent; and apparel, 10 percent; and rent, 2.9 percent; and fuel, elec- 
tricity, and refrigeration, 3.7 percent; and house furnishings, 14 per- 
cent; and miscellaneous, 6.3 percent. 

Those are recorded in this w eekly summary whenever the new price 
index comes out. 

We also include, on oceasion, the chart showing the movement of the 
Consumers’ Price Index. We show that only when there has been 
a new one within the week preceding. 

Those are what you might say the formal uses which we make, but, 
if it please the committee, I would like to talk a little further about 
what I might call the fundamental varieties of things that we find it 
necessary to have the Consumers’ Price Index for. 

There will be some duplication with what I have already mentioned 
and there may be some duplication among these items. 

In the first place, of course, the Consumers’ Price Index, being a 
measure of movement of retail prices, is of interest to us because our 
statutory responsibility makes economic trends and developments a 
major part of our problem. Certainly the movement of retail prices 
is such a major economic factor, and so we have a direct interest in it 
as part of the general view of the economy. 

Moreover, the movements of retail prices operate as a signal of 
economic forces operating in the economy because prices are very 
sensitive to economic forces, and changes in supply factors or demand 
factors which might not be noticeable in other w ays for some time 
will, in an uncontrolled market, be relatively quickly noticed in changes 
in price. 

In the second place, we use this Consumers’ Price Index as the basis 
for a study of the structure of prices, and I would like to indicate what 
I mean by the structure of prices. 

The relationship of prices to each other, and the change of that 
relationship with the passage of time, is what I am thinking of with 
respect to the structure of prices. 

You noticed, or you may have noticed in what I read from, the weekly 
summary of the movement of prices since Korea, that rent, for example, 
had gone up 2.9 percent, while food had gone up 11.4 percent. We 
know that in the upward movements of prices and in the downward 
movements of prices, over ordinary business changes, that some prices 
move faster than others, or ordinarily move faster than others, and 
more violently than others. Some move very slowly, and public utility 
rates, for example, move slowly and usually very gradually. Rents, 
even in normal times, would probably move relatively gradually, and 
when they are under control, of course, you get a very small upward 
movement of them. 
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The relationship among the difference prices—if we study those rela- 
tionships over a period of years, we get some notion as to what is likely 
to happen if there is a change in one price and not a change in other 
prices. 

For example, let us take the wholesale price in relation to retail 
price—that is, we use the Consumers’ Price Index—and we also have 
the wholesale price indexes. Well, it was said, you may recall, when 
the general maximum order was put on in January, it would be inevi- 
table that some additional prices increases would result. One of the 
reasons why that was inevitable was the fact that wholesale prices 
ordinarily precede retail prices by some period of time, the period 
differing depending on the line of business. 

We have, through the studies of previous price movements, some 
notion as to how that is likely to proceed, and it was perfectly obvious 
that retail prices, which had not yet reflected upward movements of 
wholesale prices, could not be held if the wholesale prices were to 
remain at the higher level. 

Thus, a study of what we might call price structure gave some basis 
for a forecast of that character. 

The structure of prices is also quite important when we get to the 
question of controlling prices. If you are going to set up a price 
structure by a control system, it must be one which will be in some 
sort of equilibrium. 

To use an example, to go into a controversial area into which I would 
‘ather not get, there is a sort of natural relationship between the price 
of corn and the price of meat, or the price of cattle. The setting of 
one price at one level and the other price at another level, without very 
‘areful examination of what the ordinary structural relationship is, 
may lead to a completely untenable situation. And that is true in 
the relation of wholesale prices to retail prices, and it is true in the 
relation of retail prices to each other, that is true to a certain extent. 

The setting of one price very low in relation to another, based on 
costs, or on past experience, may lead to one item being completely 
taken out of the market, for example, so that the use of price indexes 
of this character for price-control operations is very vital. 

To move on to another general use, that is the use of the Consumers’ 
Price Index as a rough measure of the cost of living. In the structure 
of prices, we are more interested, I think, in the specific prices and 
their relationships to each other than we are in the over-all index, 
although we are interested in that also, but it is important to have 
breakdowns so that we can study the relationships which exist between 
prices as a bsais for trying to figure out what would happen as we 
move through time, and some prices change, and what will then be the 
effect or the probable movement of other prices. 

But when we come to the measurement of the cost of living, we are 
interested not so much in components, perhaps, as in the over-all 
measure. There the cost of living is, as you know, used for many 
purposes, and it is hardly necessary for me to point out the way it 
has been used in wage contracts, the way it is used in arguments over 
taxes, and the degree to which one kind of taxes should be raised as 
compared with another kind of taxes. 

The cost of living is a very vital factor, and T will not stress that 
further, because I am sure you are very familiar with it. 
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And the Consumers’ Price Index, whether as a measure of cost of 
living or as a measure of retail prices, and I am not sure—well, I am 
using it as a measure of retail prices, and I realize the cost of living 
involves some other problems—the index is used as a deflator, and 
I have already mentioned some examples of where it is used as a 
deflator. 

In trying to compare the size of the economy from one period to 
another, the movement of prices is obviously necessary to prevent an 
apparent change upward or downward in the total size of the product 
of the economy from being entirely misleading to the reader, and to 
the policy maker, as well. 

Thus, while there are more detailed deflators for use on gross na- 
tional product, we frequently use as a rough preliminary deflator the 
Consumers’ Price Index, and for short periods of time it seems to work 
quite well. 

The measurement of real income and real wages, as distinct from 
money income and money wages, I have already mentioned. 

Thus, it is used as a sort of measurement of welfare movements: 
the welfare of different groups in the community is arrived at in part 
by the application of these cost of living deflators. 

I have already mentioned the fact that the Consumers’ Price Index 
is necessary to help determine whether the economy is in equilibrium, 
or out of equilibrium, and what direction it is out of equilibrium, 
end which way things should move to bring it back into equilibrium. 

I have mentioned, I believe, the measure of inflationary and defla- 
tionary impact of economic forces. 

Now I turn to the last of the points I wish to make, and that is the 
use Which is made of this index in evaluating economic developments 
for the purpose of public policy. 

With respect to wages, I think it is clear that the wage escalation 
is a matter of public “policy ; ; and the necessity of having the Con- 
sumers’ Price Index to determine just what has happened to real 
wages, I will not elaborate on further. 

The minimum-wage policy would rest, in part, on the Consumers’ 
Price Index, since part of the basis for minimum-wage policy is what 
is considered to be a minimum standard of living. 

In taxes, the subject with which I have been most familiar over the 
years, the movement of consumer prices has considerable bearing on 
the kinds of policies that are likely to be recommended, because we 
have some notion as to the purchasing power of the disposable income, 
and how much worse off people are. 

For example, during World War IT, we had a personal exemption, 
at the end, of $500, That personal exemption was raised to $600 in 
1948, but the personal exemption of $600 is worth less than the per- 
sonal exemption of $500 was worth at the time that was put into 
effect. 

In considering whether we should want to reduce the personal ex- 
emption further, it is obviously important to know what the Con- 
sumers’ Price Index is, and how it has moved between the time in 
1944 when that $500 revision was put in the law, and the present time. 

There is another aspect of taxation that I think is quite important 
in this connection. We face a rather serious difficulty, I think, in this 
country, in that all of the major economic groups seem very anxious 
to be sure to hold their own in the present situation, if not to improve 
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their situation somewhat. Thus, we have a type of escalation in wages 
in which an increase in cost of living gives rise, for millions of people, 
to an increase of wages. We have an escalation provision for agri 
culture in which an increase in the price of the things the farme1 
buys gives rise to an increase in parity, and thereby puts certain re- 
strictions on the price controls which can be placed on the prices 
which farmers get. 

Businessmen are in the habit of passing all of the costs along they 

‘an, including increases in_ taxes, and they think that if costs rise 
their prices ought to rise. Well, if everybody’s price is going to rise 
when his costs rise, and you start out with an inflationary gap where 
you have more purchasing power than there are goods, obviously 
everybody can’t have all of this. 

Now, how do we try to stop that? We try to stop it through taxes, 
and we try to move in through taxes and take away part of this exces- 
sive pure hasing power w hich everybody has. 

I think it is obvi ious, and very important, that increases in taxes for 
defense purposes shall not ever enter into this escalation process. 
Because if increases in taxes for defense purposes are to enter into 
Wages and cause an increase in wages, and enter into farm parity 
and cause an increase in farm prices, and enter into business costs 
and into business prices, then we are just back where we were before, 
and we have levied all of the taxes and we have had a round of in- 
creases all of the way around, and we still have the inflationary pres- 
sure, and we haven't reduced the inflationary gap. To a considerable 
extent, our tax increase has been wasted, and has resulted in higher 
prices. 

Therefore, it seems to me extremely important that tax increases 
for the purpose of the defense program should not enter into any 
measure used in the escalation of incomes in the United States. 

I have already gone into the problem of price stabilization; the 
way the Consumers’ Price Index presents danger signals indicating 
when action is needed; and the way in which the index, and the struc- 
tural studies which are made about it in the past, are used in deciding 
what price policies are tenable, and give us equilibrium; and how the 
Consumers’ Price Index is used as a method of measuring whether 
the price stabilization has actually been effective. 

I am sure that there are other ways in which we use this Consumers’ 
Index, but I think that this is perhaps sufficient to show you that. it 
is a very vital thing to many of the operations of the Council in try- 
ing to assess what is happening and what the likely developments 
will be, and what the policy should be in order to meet these. 

Mr. Sreep. Mr. Blough, I have, I think, just one question, and 
that deals with this: the matter of how quickly available the index 
becomes to you, of what importance is that ? 

Mr. BuoveH. That is important, and that is one of the things about 
the Consumers’ Price Index with which we are not entirely satisfied. 

The index, aside from food, which is reaching us fairly promptly 
and is taken every two weeks, the Consumers’ Price Index is meas- 
ured only once a month, and then it is about five weeks after the 
measurement before we get it. 

Well, there are times when we are completely blind as to consumer 
prices, aside from the food segment, which is very important—blind 
as to consumer prices for a per riod of two months. That is, what con- 
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sumer prices are on March 15, let us say, would become available to us 
April 20 or thereabouts. Well, up until May 20, we would have no 
further information about price movements, so there would be a 
period of growing lag between the actual price and what we knew 
about the price. 

In some periods of time, that might not be very important, but it 
has been very important during the last 10 months, and it has been 
a source of difficulty in trying to figure out what policies need to be 
done and how rapidly they need to be. So I would say it has been a 
source of difficulty to us. 

We take what we can get, obviously. The Council does not develop 
materials of this kind on its own, and we are very grateful that we 
have the index at all. But it would certainly be more valuable 
if we could have it quicker. 

I might make one further remark that I have sort of forgotten, if I 
may. Obviously, the fact that the index does not refer to all parts 
of the country and all groups in the society necessarily, there may be 
some variations there, means that for some of the purposes for which 
we use it, it is not perfectly adaptable, and there we would get into the 
question of whether special-purpose indexes or special-purpose seg- 
ments of a more comprehensive index might not be more useful to us; 
and I think that my answer would be “Yes”, that special-purpose seg- 
ments of a more comprehensive index than the one that is now avail- 
able would be very useful for the purposes which I have indicated. 

Mr. Streep. You would indicate, then, that if, for instance, you had a 
regional index, you could do a little finer job of analysis? 

Mr. Bioucn. We could do a finer job of analysis if we had a regional 
index, and we could do a finer job if the index extended to small com- 
munities as well as large ones, and to rural areas as well as cities. 

Now, I realize that for some purposes that information would be 
quite useless, but for the purposes of analyzing the economy and the 
probable developments, those breakdowns would be very useful. 

Mr. Wier. Besides the expansion of the agency, with all of the re- 
lationship that you have to it and your presentation of its figures and 
fact-finding, have you had any recent cause to be critical or has any- 
body pointed their finger at you as misrepresenting a picture, and in 
total do you feel that the results are very satisfactory, as good as they 
could be under a change in economy ? 

Mr. Bioven. You are referring to the price index ? 

Mr. Wier. Yes. 

Mr. Broven. Well, I am sure that the uses we make of the index are 
open to criticism on some points. That is, in measuring the growth of 
the economy, the getting of money totals, and then applying against 
those money totals deflators of any character, may open the door to 
errors. And obviously, using the Consumers’ Price Index as a deflator 
against perhaps items for which it is not entirely adapted might give 
some cause for question and criticism. 

Mr. Wier. I will put the question another way. If you were in priv- 
ate business and your success of your business depended entirely or to 
some degree on successful returns from the Bureau of Labor Statistics, 
would you feel that your interest and your business was pretty well 
provided for with information there. 

Mr. Bioucn. Well, I am not sure, Mr. Wier, that I entirely get the 
purport of your question. 











ee a ea 


ee oes 





—- Aon 











iM 
= 
4 
2 









CONSUMERS’ PRICE INDEX 119 


Mr. Wier. I am trying to ask you, representing this agency, and I 
am just transferring you from the governmental agency to private busi- 
ness in which you had an investment of several millions of dollars, and 
veracity was a very important factor in getting your information. 
would you feel that the information you get from them and their 
compilation of figures was pretty accurate ? 

Mr. Buiovuen. Yes. I would want to know how the index was de- 
veloped, because no price index can be everything that it ought to be. 
I would want to know how it was done and what the elements in it 
were, and so on. But from everything that I have heard and know 
about the operations and development of the index, I would say yes, 
I have a high degree of faith in it. 

Mr. Wier. Criticism is not sufficient to shake your confidence ? 

Mr. Biovenr. Oh, no, not at all. 

Mr. Wier. Any criticism ? 

Mr. Buiovucu. The criticisms I have heard—well, now, for instance. 
during the war I think it is quite clear that there were some purposes 
for which the index was not suitable, because of the developments and 
circumstances. The items of rationing, and the fact that some items 
were not available, and so on, meant that the index undoubtedly 
meant what it said, but it may not have said the things that were 
meaningful to be said. And we must be careful about that, but I don’t 
believe that there is anything in the present situation which would 
lead me to have any qualms of that character, at all. 

Mr. Steep. Any further questions ¢ 

Mr. Blough, we thank you very much, and we appreciate your 
coming here and giving us this very helpful statement. 

Our next witness will be Mr. Frank Garrie.p, if he will come for- 
ward, please. 


STATEMENT OF FRANK R. GARFIELD, ADVISER ON ECONOMIC 
RESEARCH, DIVISION OF RESEARCH AND STATISTICS, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Mr. Streep. Mr. Garfield, if you will identify yourself to the reporter, 
and then proceed with your statement in your own way, please. 

Mr. GarFieLp. My name is Frank R. Garfield, and I am appearing 
as Advisor on Economic Research in the Division of Research and 
Statistics of the Board of Governors of the Federal Reserve System. 

I was asked to talk on the general subject of the uses which the 
Federal Reserve System makes of the consumer price information, and 
especially the index of consumer prices compiled by the Bureau of 
Labor Statistics. 

Information on consumer prices is used most by the Federal Reserve 
System in connection with economic studies preparatory to policy 
decisions on matters for which the System has statutory responsi- 
bility. Since last September, for example, the Board of Governors 
has considered and acted on questions relating to restraints on con- 
sumer credit. In the discussions which have preceded action, attention 
has been given to the price situation in consumer and other markets, 
as well as to other features of the whole economic situation. The same 
is true of decisions on real estate construction credit and of decisions in 
connection with the more basic permanent responsibilities of the 
System relating to the availability and the cost of money. 
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A second use the System makes of consumer price information is in 
preparing economic studies which have a bearing on proposals pend- 
ing before the Congress or various executive agencies, such as pro- 
posals to extend and revise the Defense Production Act. 

A third use of consumer price information is in preparing studies 
of economic developments for public distribution through various 
System publications. An article entitled “The Supply and Price Sit- 
uation” and published in the January 1951 Federal Reserve Bulletin 
illustrates what is done. Consumer price information is used fre- 
quently, also, by the 12 Federal Reserve banks in their Monthly Re- 
views and other publications. Then, of course, it is used by Federal 
Reserve people who are asked to talk to various groups throughout the 
country concerning the course of economic affairs and the development 
of Federal Reserve policy. 

A fourth use, closely related to the third, is regular publication of 
consumer price indexes for use by others in their interpretation of 
economic developments. Tables published regularly in the Federal 
Reserve Bulletin, it may be noted, include indexes for several other 
countries in addition to the Bureau of Labor Statistics index for the 
United States. In the Federal Reserve Chart Book, the index for 
the United States is shown each month with separate lines for most 
of the major groups. The amount of information on consumer prices 
published by the System is, of course, much less than the amount used 
in the System’s own work, because the primary responsibility for 
publication of price information lies elsewhere. 

This summarizes in very broad terms the four major uses of con- 
sumer price information by the System—to assist in deciding ques- 
tions of Federal Reserve policy; to assist in developing System views 
on proposed legislative and executive actions: to incorporate in gen- 
eral economic analyses published by the System; and to present in 
System publications as part of a large body of information provided 
readers for use in their own studies. <A little later I should like to 
discuss some of these uses more specifically. First, however, I want 
to comment briefly on some of the inquiries we receive, concerning 
such matters as the meaning of “the purchasing power of the dollar” 
and “the cost of living.” 


PURCHASING POWER OF THE DOLLAR 


The purchasing power of the dollar, often regarded as a principal 
test of the success of stabilization efforts, is frequently defined as the 
fraction ————_——.—.—,— = 100. Thus, taking the 1935-39 aver- 

consumer price index = 
age as $1, the purchasing power of the dollar right now would be 
$1 
1.84° 
now would be 92 cents. Thus, the starting point is important to 
consider. 

Another point is that this calculation is based on the official index 
which apples to moderate-income families in large cities. Indexes 
for families in rural areas or in other income groups might show 
somewhat different changes. 


or 54 cents. Taking last June as the starting point, the figure 
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Important also is the fact that the dollar is used in many markets 
beside retail markets for goods and services. Changes in other prices 
often are different from those in retail prices. In wholesale commodity 
markets, for example, the value of the dollar now, in terms of last June, 
is only 85 cents; as compared with 92 cents for goods and services at 
retail, and about 90 cents for goods alone at retail. Moreover, the dol- 
lar is used to buy farms, houses, and all sorts of other capital items 
which are not included in indexes either of wholesale prices or of 
retail prices. 

Altogether, while there can be no doubt of the importance of the 
basic idea of the purchasing power of the dollar, and while the official 
consumer price index is very useful for this purpose, it is desirable 
that anyone using figures for the purchasing power of the dollar 
should have clearly in mind what types of price changes enter into 
the calculation and what starting point is taken for the calculation. 


CONSUMER PRICES AND COST OF LIVING 


Another question which we are frequently asked to answer is what 
the difference is between an mat of consumer prices and a cost-of- 
living index. Until a few years ago the Bureau of Labor Statistics 
index was called a cost-of- eica index x, and even now it is often re- 
ferred to that way. The answer we give is that the present title is 
less likely to be misunderstood than the old cost-of- living title. This 
is mainly because (1) changes in the cost of living from one time to 
another are regarded by many people as including various changes 
other than those in the prices of a specified list of goods and services 
and (2) indexes in this field are generally construc ted to measure only 
price changes in a specified list of goods and services. 

Setting aside the perennially bothersome question of measuring 
price changes hidden in quality improvement or deterioration of given 
items, we note that many changes do occur which affect the living 
standards of individuals or even groups of people and yet are not 
reflected in price changes. New products are introduced and the dis- 
tances people live from their work change with the times. These un- 
measured and perhaps unmeasurable changes, however, are in both 
directions, and the fact that they are omitted does not necessarily 
affect the accuracy of the total index one w ay or the other. 

One point seems clear: unless the bill of goods is held constant for a 
time—apart from necessary substitutions, as when goods become un- 
available—it would be extremely difficult to know what changes in any 
consumer price or cost-of-living index meant. Presumably in any case 
such an index should not be an index of changes in expenditures, be- 
cause changes in expenditures reflect changes in quantity of goods 
bought as well as in price. Also, an index should not be a mixture of 
price and expenditure changes; thus, one very practical problem in 
including income taxes would be to assess the return in services per 
dollar of tax. At the same time, it is true that consumer habits do 
change and that whenever significant changes occur the relative 
importance of various items in : the index should be revised, that is, 
new weights should be introduced to make the combination of current 
price changes for individual items into totals more appropriate con- 


sidering the changed conditions. 
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FURTHER COMMENTS ON FEDERAL RESERVE SYSTEM USE OF 
CONSUMER PRICE INDEX 


The comments in the final section of this statement will provide a 
little more specific information on the uses the System makes of 
consumer price information and on the kinds of indexes the System 
needs to carry on its studies of current economic developments rele- 
vant to credit policy determination. 

In studying economic developments generally, the System has fre- 
quently used consumer price indexes for analyzing particular develop- 
ments which have already occurred and for working out estimates 
of what may be in prospect. Changes in consumer prices, for example, 
have an important bearing on changes in wage rates, especially since 
in many agreements wage rates are now tied by escalator clauses to 
changes in consumer prices. Changes in consumer expenditures in 
dollar terms can be translated into physical terms, with varying de- 
grees of accuracy, by using the most nearly comparable price and 
expenditure data; and consumer expenditures make up two-thirds 
of total expenditures as defined in the gross national product calcula- 
tions. Information on consumer prices is also of great value in esti- 
mating prospective changes in consumer expenditures, in total and 
by broad groups of items; in studying price movements and changes 
in demand for and supply of particular commodities or groups of 
goods; and in evaluating the importance of price changes in changes 
in the dollar value of stocks of commodities as well as sales at retail 
stores. 

To make such studies as these often requires use of detailed informa- 
tion for subgroups of goods or services and, also, individual items, 
Such study of details is useful, for example, in appraising the effect 
of installment credit regulations on prices of consumer durable goods. 

One of the breakdowns of the total that helps to promote under- 
standing of what is going on is the breakdown by cities, especially for 
data on rental costs. The Federal Reserve banks in studying develop- 
ments in their districts constantly make use of the individual city 
figures. 

The making available of more detailed information about changes 
in consumer prices and other economic subjects has been perhaps 
one of the most important developments in statistics in recent years. 
This has permitted a greater understanding of economic affairs than 
was possible before and, moreover, it has provided the basis for much 
better appraisal of the reliability of the figures. More detailed re- 
ports, if carefully analyzed by compilers and users of data, can and 
often do result in improvement in grand totals, such as the total 
Consumer Price Index. At the same time, the speeding up of colleec- 
tion and processing of data and the preparation of advance estimates 
has made indexes more timely and useful. 


CONCLUSION 


In conclusion, to amplify the comment made earlier about differ- 
ences in price movements in different markets and the importance 
of having more than one type of price measure, I am attaching a chart 
which shows the course of consumer prices, wholesale prices, and 
basic commodities, using the Bureau of Labor Statistics indexes for 
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the United States in each instance. The series are plotted on a ratio 
scale so that an equal distance up or down anywhere on the chart 
represents the same percentage change. It is evident that consumer 
prices of goods and services fluctuate much less than other prices, 
and at somewhat different times; and that the contrast between con- 
sumer prices and prices of 28 basic commodities at wholesale is even 
greater. In a period of great inflationary pressures such as we have 
had since last summer, of course, important price advances occur at 
all stages of production and distribution—and also in values of farm 
property, urban real estate and many other capital items. In studies 
made in the Federal Reserve System and in answers made to inquiries 
about changes in prices or in the purchasing power of the dollar, 
consideration is thus given to changes in all sorts of prices. Perhaps 
the chief pertinence of this for your committee is that more than one 
price index is needed to answer the questions about price develop- 
ments which need to be answered. A Consumer Price Index is essen- 
tial, and so, also, are other indexes. And as has already been noted, 
detailed breakdowns of total indexes and timely release of figures 
‘an be helpful to those analyzing economic developments preparatory 
to policy decisions. 

(The supplemental information furnished by the witness was 
placed in the files of the committee, and is available for reference. ) 

Mr. Sreep. I gather, then, Mr. Garfield, that you feel regional in- 
dexes or indexes that include samplings from smaller communities, 
given to you in detail, would enable you to make even a greater use 
and more specific use of this information than you are now able to do? 

Mr. Garrrevp. That is right. 

Mr. Sreep. I would like to ask you this: What experience do you 
have as to the speed with which you get this information? Is that a 
handicap ¢ 

Mr. Garrretp. There has been improvement in that over the years, 
and J think that no user who is faced with real problems every day 
will be quite satisfied with the time in which he gets the information. 
He always wants and really needs it earlier. 

Mr. Sreep. Would you say if a way could be found to make the 
information now compiled available, say, a week or 2 weeks or any 
number of days or weeks faster, it would be worth while, assuming 
it could be done at reasonable cost ? 

Mr. Garrievp. I think that that would be very desirable, especially 
on those types of goods which do change fairly frequently. On some- 
thing that is very stable, it doesn’t matter so much, because you can 
estimate pretty well what is happening there. But especially on the 
items where there are frequent changes, it would be very desirable 
to have the report speeded up. 

Mr. Streep. You make one interesting point here that I think prob- 
ably would not hurt to emphasize a little, and that is the fact that this 
so-called 54-cent dollar is only a 54-cent dollar if you consider it in 
the light of the restricted area to which this index refers, and it does 
not necessarily follow that it is a 54-cent dollar in all of the fields that 
a dollar would be used. 

Mr. Garrrevp. That is right. 

Mr. Wier. You made some reference to your Federal Reserve areas 
or districts. I know in the area in which my city is located they get 
out, I do not know whether it is a weekly or monthly bulletin, indi- 
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‘ating the trend of events in all fields, the movement of everything. 
Do they try to give the information for that Midwest area from this 
index? 

Mr. Garrrecp. I am sure they have used the figures in their office. 
Now, how much they publish on it, I cannot answer at this point. 

Mr. Wier. Does the Federal Reserve have any machinery of their 
own for compiling such information ? 

Mr. Garrretp. No. The collection of original data and compiling 
of data of this sort is an extremely costly enterprise, and wherever 
possible the System uses the information which is developed by other 
agencies. It is a much more economical arrangement to have one 
agency responsible for doing this collection work and compiling the 
index. 

Mr. Wier. The Federal Reserve gets all of the trade magazines from 
all organizations that publish a trade magazine? 

Mr. Garriep. Yes. 

Mr. Wier. All of which try to indicate the economy in their par- 
ticular area or business? 

Mr. Garrretp. Yes; that is right. 

Mr. Wier. Do you find any variance between what may be regis- 
tered in a trade magazine and what you find out of the index? 

Mr. Garriecp. There are very often differences in the information 
that different people obtain, and when we find such differences we, 
within the limits of the time at our disposal, investigate them and 
inquire and find out what the facts are. 

Mr. Wier. That is what I was coming to, and I knew you did make 
some of your own check-ups to be sure that you were publishing as near 
the truth as you could get. 

How many people does the Federal Reserve have engaged in gather- 
ing information dealing with the economy? Is it a very large staff, 
not the total number, but is it a large staff or a limited staff? 

Mr. Garrrevp. It is a limited staff. If you counted the Division of 
Research and Statistics here, it would be around 140 people, including 
all of the personnel; and then the Reserve banks have anywhere from 
half a dozen to 25 people apiece. 

Mr. Wier. In your position with the Federal Reserve Bank, you 
are entirely free and independent of the index department over here? 

Mr. Garrrevp. Yes. 

Mr. Wier. And so, you are free to commit yourself as to your rela- 
tionship with it and the information that you get up. Your job is 
mostly compiling this information, is that it? 

Mr. GarrieLp. Our job is mostly studying it to see what it means, 
and charting one set of figures against another set of figures, and 
setting out the problems as we see them, and then trying to gather 
together the information. It is that, mainly, rather than collecting 
information. 

Now, in the field of department-store statistics, the Federal Reserve 
System does collect that information from the stores. 

Mr. Wier. I knew, that; yes. 

Mr. Garrrecp. But there is very little other information. The Fed- 
eral Reserve collects banking statistics, and that we have primary 
responsibility for, and we do collect that. That is done in another 
division at the Board, and at the banks, of course. 
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But the work in research is mainly work in interpreting the figures 
we obtain elsewhere. 

Now, in doing that, we take every precaution to see that we are using 
only reliable fieures, but that does not extend to the point of going 
out and setting up separate systems of reporting on consumer prices. 

Mr. Wier. Then by that, I would interpret you, as a spokesman for 
the Federal Reserve bank, are well satisfied that the figures, even 
though they are not frequent enough or up to date we might say, that 
those figures that you do get are very satisfactory to you, and you 

feel quite sure that you can justify, to that human degree, the relia- 
bility of them; is that right? 

Mr. Garrrevp. That is right. The Bureau publishes their informa- 
tion that they get in great “det tail, and they publish detailed descrip- 
tions of wh: at they do, and they stand very ready to answer the in- 
quiries that we make of them when there are particular points on which 
trade information seems to be different, or one way or another we hear 
criticisms or comments about the index. It is a matter of checking 
on that; and, of course, the problems there, for any agency that makes 
an index relating to economic conditions, are bound to be more serious 
in a period of rapid change such as you get in wartime, and such as 
you would get in a period of mobilization to a lesser extent. 

There just isn’t any way—well, the underlying facts are not there. 
It is just not a matter of the people making the index; it is the funda- 
mental underlying facts are extremely difficult to visualize in any 
average sort of sense. It is an extremely difficult sort of thing to 
measure. 

Mr. Streep. Mr. Garfield, we thank you very much for your state- 
ment, and we appreciate your coming here. You have made a very 
helpful statement, and we want to thank you. 

That finishes our schedule for today. 

We will stand adjourned until Mond: Ly morning at 10 o’clock. 

(Whereupon, at 12:30 p. m., the hearing was recessed until 10 
a.m., Monday, May 14, 1951.) 
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MONDAY, MAY 14, 1951 


House or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE 
on Epucarion AnD Lapor, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed (chairman of the 
subcommittee) presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John O. Graham, minor- 
ity clerk; John S. Forsythe, general counsel; David N. Henderson, 
assistant general counsel; and Russell C. Derrickson, investigator— 
all of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 

Our first witness this morning will be Mr. Munro Roberts, secre- 
tary of the St. Louis Newspaper Publishers’ Association. 


STATEMENT OF MUNRO ROBERTS, SECRETARY OF THE ST. LOUIS 
NEWSPAPER PUBLISHERS’ ASSOCIATION, ST. LOUIS, MO. 


Mr. Sreep. Mr. Roberts, if you will, further identify yourself to the 
reporter and proceed with your statement in your own way, please. 

Mr. Roserrs. I am employed by the Post-Dispatch as director of 
labor relations, and, in addition to that, [am secretary of the St. Louis 
Newspaper Publishers’ Association, which is an organization that 
exists for the purpose of negotiating labor contracts for three St. Louis 
newspapers, jointly. That is the only function of the St. Louis News- 
paper Publishers’ Association. 

Mr. Streep. Would you also identify the trade-unions with which 
your group deals? 

Mr. Roserrs. Well, we deal with the photoengravers’ union, which 
is a local of the International Photoengravers’ Union of North 
America. 

We deal with the typographical union, which is affiliated with the 
International Typographical Union; with the stereotypers’ union, 
which is affiliated with the International Stereotypers’ Union; and 
with the mailers’ union, which is also afliliated with the International 
Typographical Union; with the pressmen’s union, which is afliliated 
with the International Printing Pressmen and Assistants’ Union; 
with the paper handlers’ union, which is affiliated with the Inter- 
national Printing Pressmen and Assistants’ Union, 

We deal with the machinists’ union, which is affiliated with the 
International Association of Machinists. We deal with the firemen 
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and oilers’ union, which is affiliated with an international union by 
the same name. 

Mr. Sreep. Do you have the Newspaper Guild in St. Louis? 

Mr. Roserrs. We have a newspaper guild in St. Louis, but they do 
not subscribe to adjusting wages according to the Consumers’ Price 
Index. The unions that I have mentioned so far, except for the guild, 
all have clauses in their contracts whereby wages may be increased or 
decreased according to the rise or fall in the Consumers’ Price Index, 
but the wages cannot be reduced below the base scale that was estab- 
lished at the time those contracts were signed. 

Mr. Srrep. When did you enter into your first contracts with these 
unions with the escalator clause? 

Mr. Roserrs. The first contract was entered into in 1947. 

Mr. Streep. Did all of these unions accept it at that time ¢ 

Mr. Ropers. Yes. It has been a matter of policy in St. Louis, 
whatever we do for one union we try to do for all of the unions, so far 
as wages are concerned, and it just so happens that since 1947 we have 
negotiated with the typographical union first. Prior to 1947 we had 
a clause in the contract which provided for reopening on wages every 
3 months, and the publishers down there ran out of executives to nego- 
tiate these scales; we couldn’t keep up with them. So we tried to get 
away from that, and in 1947 we agreed to a base wage scale, and 
further agreed that if the Consumers’ Price Index increased, wage 
scales would be increased 50 cents a week for each increase of one 
full point in the Consumers’ Price Index. 

Mr. Streep. To give us a little better picture of how it works, would 
you take one journeyman rate that existed, or that you agreed to in 
the base rate, and then compare that to what the price index was at 
that time ? 

Mr. Roserrs. Well, I think that I can explain it to you in this way: 
There is a spread of about, I would say, $12 a week between the union 
with the highest wage scale and the union with the lowest wage scale, 
and those are what we call base wage scales. If the Consumers’ Price 
Index goes up one point, all of those scales are increased 50 cents a 
week, so that the differential in the wage scale remains the same. It is 
traditional, and it is not only true in St. Louis but I think newspapers 
around the country have certain differentials in wage scales that were 
established many, many years ago. 


Mr. Streep. That also applies to the difference between the scale for 


day and night work? 

Mr. Ropnerrs. There are higher scales for night work. 

Mr. Sreep. Yes. 

Mr. Roserts. In other words, that works two ways. In some in- 
stances the unions will get the same weekly pay for 3714 hours’ day 
work or 35 hours’ night work. In other words, there is a shorter 
workweek for night work. Then in other cases the unions want the 
money. They will work 3714 hours night, but they get a higher scale 
for that. 

Mr. Sreep. But after that base wage is then agreed upon the index 
causes a flat 50 cents a week change, regardless of the fact that one 
rate may have been $12 a week lower than the other ? 

Mr. Roserts. That is right, the differential remains the same. 

To cite you how it works from a dollars and cents standpoint, last 
year, in 1950, our contract with the typographical union expired, and 
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at that time the scale was $91.50 a week. We increased the scale, the 
base scale, $2.50 a week. That is, we established a base scale of $94 
per week for 3614 hours’ day work. We provided in there that if the 
Consumers’ Price Index goes up beyond what it was in December of 
1948 for St. Louis—and we picked that date, December 1948, because 
that was the peak, it was 175—so we gave them a $2.50 increase, which 
you might call fat, is the way we described it, but on top of that we 
agreed that if the scales went up we would increase the scales according 
to the Consumers’ Price Index. In exchange for that, we got a 3-year 
contract. 

Now, since that scale was adopted, because of the rise in the Con- 
sumers’ Price Index the scale will have gone up July 1—we have an- 
other adjustment to make July 1—it will have gone up $5.50 a week. 
In other words, the Consumers’ Price Index went up 11 full points. 
Asa matter of fact, it went up 11.9. 

Mr. Streep. What do you do on the fraction? Does the fraction 
count as a point ¢ 

Mr. Roserts. We provide that it must go up one full point, and the 
base figure remains the same, so that if, by some chance, the Con- 
sumers’ Price Index should go down 0.9 of a point between now and 
the next month that we use in determining the scale, there would not 
be any reduction in wages; and, on the other hand, if it went down one 
full point, the scale would be reduced 50 cents a week. But the scale 
cannot be reduced below $94. 

Mr. Sreep. This adjustment, 50 cents for one point, is made every 
3 months ¢ 

Mr. Roperts. Every 3 months, yes, sir. That is based on the Con- 
sumers’ Price Index for the city of St. Louis. 

Mr. Streep. As against the national index? 

Mr. Roserts. No. 

Mr. Sreep. You do not use the national index? 

Mr. Roperrs. We do not use the national index; no. We use the 
local index. And that is only determined every 3 months, and there- 
fore we have this quarterly adjustment. 

Mr. Streep. Has the use of the index in that way posed any dif_i- 
cult bookkeeping problems for your payrolls, or anything? 

Mr. Roserrs. No. As a matter of fact, I think it has worked to 
the advantage of both sides. As a matter of fact, I have noticed a 
great change in the morale of the employees since we adopted that 
Consumers’ Price Index as a method of adjusting wages, because they 
know if living costs go up, they are going to get more money; and 
so, from the standpoint of the workers, I would say—and, of course, 
I will have to say that ours is fairly liberal—but from the standpoint 
of the workers, I would say that they are very well pleased with 
it, and so far as we are concerned it helps us, because we know about 
2 months in advance what our payroll is going to be 2 months hence, 
and we have a little time to make adjustments. 

In our business, we have reached the point where making adjust- 
ments is no longer a simple matter. We have to know these things, 
and especially in these days. And it doesn’t require any bookkeeping, 
other than every time there is a change in the wage scale we have 
to notify our payroll department and have them set up the proper 
figures for the purpose of establishing the proper rate for overtime, 
and so forth. 








130 CONSUMERS’ PRICE INDEX 


Mr. Steep. How did you arrive at this 50 cents a point? 

Mr. Roserts. That was done in this way, and it was after some- 
what of a long discussion: As I told you, the Typogr aphical Union 
was the first one we negotiated with, and the Typographical Union 
wanted us to adjust wages according to the percentage increase in 
the Consumers’ Price Index; that is to say that if the Consumers’ 
Price Index went up 1 percent, they wanted a 1 percent increase in 
pay, which, looking at it from their standpoint, was not too bad or 
it wasn’t unfair. On the other hand, we had these well-established 
wage differentials among all of our trades down there, which had been 
in existence for more than 20 years and which we feared to change. 
Had we put it on a percentage basis, it would have meant that, let 
us say, for instance, if your scale was $100 a week, 1 percent of $100 
would be $1; whereas, if the scale was $70 a week, 1 percent of $70 a 
week would be 70 cents. So we would automatically widen the dif- 
ferential between the fellow getting $100 a week and the fellow get- 
ting $70 a week, and we argued that that, in effect, would make the 
rich get richer and the poor get poorer, and it was out of keeping with 
the times, and that the times was to give the fellow on top a little 
less and the fellow on the bottom a little more. And we finally aver- 
aged all of the scales and it figured out that by increasing the scales 
50 cents for each one full point, taking the average rather than any 
one union, it would work out just about that way, that it would amount 
to a percent for each percent increase, and the only difference is that 
a fellow with the higher scale gets a little less, percentagewise, than 
the fellow with the lower scale. 

I have one figure in mind. The Consumers’ Price Index for St. 
Louis has gone up about 6.3 percent since the base I am talking about. 
That was September of 1948. And the highest paid union, under this 
arrangement we have, has received an increase in wage scales of 5.9 
percent. So even the higher paid union is only 0.4 of 1 percent off, if 
we were to adjust the scales on a percentage basis rather than on a flat- 
figure basis. 

Now, of course, the lower paid employees have received more. 

Mr. Sreep. I assume from what you say that prior to entering into 
these contracts, both management and the unions did a rather exten- 
sive job of research in figuring what the results would be if you agreed 
to this, or if you agreed to some other basis; is that right ? 

Mr. Roserrs. That is right. And fortunately, we had a representa- 
tive of the International Typographical Union who came to St. Louis 
to help the local union negotiate this scale, and I would say that he was 
xbove the average, so far as intelligence goes and ability to reason 
things. And it was pointed out to him that these differentials had 
been established over a long period of time, and that to try to change 
them would resujt in a chaotic condition. We tried that once before, 
and it resulted in’very serious trouble. 

He recognized the point, and he recognized our willingness to be 
fair, and he helped sell it to the local union. It wasn’t a matter of 
the local union being stubborn or the representatives of the local 
union wanting to be unfair; that was not the case. They wanted to be 
fair. But they disliked the idea of tying wages to living costs, and 
they said they were entitled to something more than meat and pota- 
toes. And, of course, they are. But when it was pointed out to them 
that they were getting this $2.50 a week as “fat,” we call it, that is a 
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term that is used in the business, they became reconciled to the pro- 
gram. 

Mr. Streep. In other words, on the remaking of the contract after 
you had had some experience with it, you raised the base? 

Mr. Roserts. That is right. 

Mr. Strep. Which gives them the floor below which their wages can- 
not drop ? 

Mr. Rosertrs. That is right. 

Mr. Sreep. And then, in addition to that, they had the advantage 
of perhaps more, if the index justified it? 

Mr. Roperts. That is right. And it has had this effect: After we 
made this contract with the typographical union, we called in the 
other unions and voluntarily made the same deal for them in con- 
sideration of them extending their contracts for a period of 3 years. 
And they all took it. 

The result has been that, so far as the workers are concerned, they 
would just as soon not see the Consumers’ Price Index increase, they 
would just as soon stay right where they are; but they have the assur- 
ance that if it does increase, they are going to get more money. 

Mr. Streep. In these negotiations and studies and from the experi- 
ences you have had, what has been the attitude of the parties concerned 
toward the reliability or authenticity of the index ? 

Mr. Roserts. Well, so far as we are concerned, we have never ques- 
tioned it. We know that it is not 100 percent perfect. In other words, 
one fellow may spend a little more for liquor than the other fellow, 
or one fellow might like a little more meat than the other fellow, and 
therefore, so far as the individual budget is concerned, it isn’t per- 
fect. But we feel it is about as near perfect as you can get it, as long 
as vou make allowances for changes in standards of living. And I 
understand that recently the Bureau has revalued some of these items 
that go into the budget, and it has changed the percentage allowable 
for those particular items. 

Mr. Streep. Did you find it necessary, in your negotiations with the 
unions, that a lot of information about what the index consisted of, 
and how it was made, and that sort of thing, had to be gotten before 
it was acceptable ? 

Mr. Roserrs. Well, fortunately, in our case—and T think that this 
is generally true of newspaper workers as a whole—they are a little 
better informed than people that are working in factories, because for 
the most part they are reading the newspapers all day long, and then 
they read them again at night, and the representatives of our unions, 
I dare say, know more about this Consumers’ Price Index than I know 
about it. 

For instance, the International Typographical Union has quite 
an elaborate statistical department, and they have people there who 
do nothing else but figure those things, and they are well informed; 
and so far as the Consumers’ Price Index figure was concerned, there 
wasn't any hesitancy about using it as a base for adjusting wage scales. 

Of course, no union wants to tie wages to the cost of living over a 
long period. I don’t think any fair employer wants to do that. I 
think as there is an increase in efficiency and there is an increase in pro- 
duction, and the employer is able to reduce his operating costs, he 
should be willing, and I think most employers are willing, to share 
those savings with the employees. 
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So I wouldn't advocate the adoption of our method over a long pull, 
but I think, especially in times like we are going through now, it 
contributes toward stabilizing living costs. 

I think if every worker and every employ er adopted our method of 
adjusting wages, your living costs would be stabilized overnight. 

Mr. Srrep. You think that that comes from the fact that you had 
a foot, a fixed wage below which earnings would not fall? 

Mr. Roserrs. That is right. Of course, 1 don’t mind telling you, 
I have been criticized as giving the unions a one-way street. In other 
words, wages can go up, but they can’t go down below the base. 

But I think we have to be realistic about that, that the time for 
reducing wages is not now, if it will ever come. 

Mr. Sreep. Has not labor-management experience taught you that 
if some time in the future it became m: indatory on the part of man- 
agement that a lower wage had to be negotiated, that it would have 
to be based on what the conditions at that time were, as long as all 
other factors are the same; that you get accustomed to living with a 
certain fixed wage ? 

Mr. Rorerrs. Yes, sir, that is absolutely right. 

Back in 1932, from 1932 to 1934, the newspaper business was a way 
off; I mean it was really bad. We had to call in all of the unions 
at that time and ask them to accept a voluntary reduction in pay. 
And, even though their contracts weren’t out, I am happy to say that 
they took the reduction in pay. They didn’t like it any more than we 
liked it. 

And, incidentally, that 10 percent went all of the way down the 
line. The top brass had to take it, too. But they took it, and they 
were very fair about the matter. 

And I think that even though we have contracts now that will run 
for another 3 years—the last contract to expire will expire on May 
30, 1954—I venture to say that if the newspaper business fell off and 
we were really hurt and could show these boys that we were operat- 
ing in the red, I don’t think there is any question but what they 
would take a reduction in pay. 

Mr. Wier. I did not hear the main presentation, but I want to ask 
one question. If this works so well in the relationship between man- 
agement and labor, how about installing it between the newspaper 
association and the newsprint dealers ? 

Mr. Roserrs. Well, that is another question. Of course, I think 
that you gentlemen know that about 90 percent of the newsprint 
we use is made in Canada, and they have a fixed price over there, and 
there is no competition, and you pay the price. 

Incidentally, I noticed in the morning paper where they propose 
to increase the price of the paper $9 a ton. And I don’t think—I 
think maybe there are three newspapers in the country that can take 
a $9 a ton increase in price without increasing the price of advertis- 
ing or circulation rates. I would be surprised if those three can do 
it. But they are the three biggest newspapers in the country, and 
they possibly could by taking it out of profits. But the rest of the 
papers couldn’t, and if they get this $9 a ton increase in price in 
newsprint, newspapers generally are going to have to raise their 
advertising rates, and that is the only way we can get it. 

Mr. Howetu. Are most of these unions you deal with affiliated with 
the AFL? Are the typographical unions back in the AFL? 
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Mr. Roserrs. Yes, and the machinists are back in the AFL. They 
are all affiliated—and I am talking about our situation in St. Louis— 
they are all affiliated with the AFL except the guild, and the guild, 
of course, is affiliated with the CIO. 

Mr. Howe nu. Did you say the guild did not participate in this? 

Mr. Roserts. No, they will not subscribe to tying wages to living 
costs. But in their case it has worked out about the same way. In 
other words, instead of getting these adjustments automatically, we 
just wait until the contract expires and then if the costs of living 

ave gone up blank percent, they get a blank percentage increase 
in pay. 

Mr. Howey. You settle with them on that basis? 

Mr. Roserrs. That is right. 

Mr. Howe x. You started this in 1950? 

Mr. Roserts. In 1947 we started it. We started it in 1947 on a 
2-vear base, and that contract was for 2 years. Then the contract 
expired in 1949, and we were unable to reach an agreement with the 
typographical union until, I think it was about May of 1950, just 
about a year ago. 

As I say, an International man came in, and we negotiated a 3-year 
contract which expires in 1952. 

Mr. Howey. Since you have been using this basis, have you had 
any cases where a drop in the index caused a lowering of wages? 

Mr. Roperts. Yes, we had one case. It was early last year, if I 
remember right. I think the Consumers’ Price Index dropped one 
point, and we reduced wages 50 cents a week. 

Mr. Hower. That was the only time? 

Mr. Roserts. That was the only time, and we made the reduction. 
And while nobody likes to take a cut in pay, even 50 cents a 
week, it wasn’t questioned, and we made the reduction and that was it. 

Mr. Hower. Was there not any since you started in 1947, prior to 
this one last year ? 

Mr. Roserts. No, sir. You will recall between 1947 and early 
1950, living costs were pretty well stabilized. 

Mr. Vai. You mentioned a wage base of $94. To what type of 
labor does that apply ? 

Mr. Roserts. The typographical union, the printers. 

Mr. Vain. How long does it take to develop a typographer? 

Mr. Roszerts. Under union regulations, apprentices have to serve 
6 years. 

Mr. Vai. About the same length of time it takes to get a medical 
degree. 

Mr. Roserts. Yes, sir. 

Mr. Vain. I know that the St. Louis Post-Dispatch takes a great 
deal of interest in Illinois affairs, and my mind goes back to 1948. 
And we have a condition now in Chicago where the milk wagon 
drivers’ union is demanding $85 for a 5-day week, plus commissions, 
which will probably run $100 a week. How long do you think it 
takes to make a milk wagon driver ? : 

Mr. Roserrs. Well, Mr. Vail, I know what you are talking about, 
and I have had to deal with that situation myself, and it is pretty 
hard to convince the fellow that is down the ladder that he is not 
worth as much as the fellow that is up on the ladder. I am just 
giving you their arguments now. They say that they have to eat 
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just as much meat, and just as many potatoes, and drink just as much 
milk, and their kids are entitled to the same education as the other 
fellow. And that is about all I can say on it. 

I remember back in the days when, to give you an example of one 
of the things that the typographical union kicks about—and I am not 
going to pass judgment whether they are right or wrong—but the 
fact remains that our typographical union scale right now is up about 
95 percent above what it was in January of 1941. Some of the lower 
workers’ scales are up about 130 percent above what they were in 
January of 1941. And they say, “The other fellow’s scale has gone up 
150 percent, and ours has only gone up 95 percent,” and, to use their 
expression, they say that they are “coming in at the end of the parade,” 
and they say that is one of those things. And I do not know the 
answer to it. 

The milk-wagon driver, I imagine he is out in all kinds of weather, 
snow, sleet, ice, and what have you, and they are subject to colds 
and undesirable work. 

Mr. Vain. Would you care to comment on the ethics of the associa- 
tion of newswriters, editorialists, and columnists, in association with 
a national labor organization ? 

Mr. Ropserrs. You are now speaking of members of the guild? 

Mr. Vai. Yes. 

Mr. Roserts. Well, ail I can do is give you my experience; and my 
experience is that so far as doing their job is concerned, they do it 
just as well as members of the guild as they would do it if they weren’t 
members of the guild. In other words, their allegiance to the fra- 
ternity, to the newspaper fraternity, is such that I venture to say that 
if the guild ever attempted to tell them how they should write or.to 
color their articles in any way, they would have the same reaction as 
the individual would have if the employer told him to color his story. 

Mr. Vat. Do they not have their own political action committee ? 

Mr. Roserts. Well, that is a separate organization, yes, and they 
do have. And it is not for me to criticize, I mean it is none of my busi- 
ness, except to say that I think Sam Gompers had the right idea. 

Mr. Vat. I have no further questions. 

Mr. Streep. It is traditional in the printing business that, since it 
is a skilled-craft industry, labor relations have been more stable or 
consistent than some other lines of industry. 

Mr. Roserts. I think that that is true on the over-all picture. I 
think that there have been times when one side or both sides have got 
off balance, but when those things happen it is temporary, and they 
don’t last for long. 

We have to have a stable operation, because, there is no secret about 
this, a newspaper just can’t take a strike. 

I say they just can’t take it, and sometimes they are forced to, but 
they had better exhaust every possible avenue of avoiding a strike if 
they can, because when a newspaper has a strike they get hell from 
all sides. They get hell from the unions, and they get hell from the 
readers, and they get hell from the advertisers. An advertiser has pur- 
chased a carload of goods that he is figuring on putting on sale, and 
here he can’t advertise it; so he doesn’t think about your problems, he 
is thinking about his own. 

Mr. Sreep. You referred to the fact that the international head- 
quarters sent a man down to assist you in your negotiations. Do you 
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find from the standpoint of the international organization that they 
are inclined to be rather farsighted and fair-minded people ¢ 

Mr. Roperts. Are you referring to the international unions gen- 
erally, now ¢ 

Mr. Sreep. The International Typographical Union. 

The reason I asked that question was that I have had some news- 
paper experience myself, and on one occasion I had a similar difficulty 
that you had, and I could not get it straightened out until I called 
in an international repr esentative, and found him to be a ver y effective 
and very fair man, and he solved our problems for us very easily. 
And I was impressed by the fact that they give a lot of thought to 
precedent and to experience, and their union “laws and rules are ver Vv 
binding. They are somewhat like a court in their dealings, not only 
with the employer, but with their individual members. 

Mr. Roserrs. Well, I want to be as fair as I can in answering your 
question. I would say so far as the International Typographical 
Union is concerned, we have had to bring them in the last three con- 
tracts we have negotiated, and we were unable to negotiate locally. 
And on all three of those occasions, we had a very fine experience. 

It is not always an easy matter for an international representative 
to sell a bill of goods to a local union, and he has to think of his 
members, and no matter what kind of a contract he makes with you, 
if it is not acceptable to the members, why, your problem isn’t solved. 
So he has a very tough job. And, as I say, my experience with them 
has been very, very fine. 

You mentioned the rules of court. It is true the court has its 
rules. When circumstances are such as to suggest a change in rules, 
the court readily adopts the change in rules. 

It is not an easy matter to get, not only the international union, 
but the local unions, to accept chi anges in rules. When I say changes 
in rules, I mean changes in methods of conducting the composing 
room, of operating the composing room. Except for that—and 
want to be fair in the matter—I think that the hands of the inter- 
national union are tied. 

As a matter of fact, the International Typographical Union is the 
most democratic organization in the country. All of their rules 
and all of their laws are made in convention, and the conventions are 
made up of delegates representing the local unions. 

Personally, I ‘think that one of these days the international union, 
through its delegates, is going to have to submit to a change in some 
of its rules. Asa matter of fact, it is doing that right now. 

I think it is just one of those things. We just have to have some 
patience and have some time and engage in an educational program. 

Mr. Wier. May I ask you this: ‘How many dailies do you have 
in St. Louis now ? 

Mr. Roserts. Three. 

Mr. Wier. Have you had any mergers down there? 

Mr. Roperts. No. 

Mr. Wier. You still have competition ? 

Mr. Roserts. We are one of the few cities in the country where 
competition is very, very keen and where we have three newspapers, 
and I am happy to say that they are all making money. And. as long 
as newspapers are making money, you are ‘all right. It is when 
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they start to lose money that you are introuble. The going is getting 
tougher every day, but they are still doing all right. 

Mr. Wier. St. Louis must be the exception, then. 

Mr. Roserts. It is. We have three newspapers in St. Louis, and it 
is the only town of its size that I know of where there are three news- 
papers, There are few that have two any more. 

Mr. Vai. The Post-Dispatch covers a much wider area than St. 
Louis? 

Mr. Ropers. Well, strangely enough, Mr. Vail, the great bulk of 
the Post-Dispatch circulation is in what we call metropolitan St. 
Louis, which includes Illinois. . 

Mr. Howew.. There is an Illinois paper that has quite an influence 
in the surrounding territory, too, is there not # 

Mr. Rorerts. Yes. I don’t mind saying a great many people read 
the Chicago Tribune, a great many people in St. Louis read the 
Chicago Tribune. 

Mr. Vaiv. To their very great. benefit. 

Mr. Howe.1. That is open to question. 

Mr. Roserts. I will say their policies are altogether different than 
ours, but I still like to read the Chicago Tribune. I want to get the 
other side, too. 

Mr. Forsyruer. I have just one or two questions, Mr. Chairman. 

I think that you have answered this question, Mr. Roberts, but 
rather indirectly, and I would like to get it in one sentence. As I 
understand it, under your contract, once the contract is signed, the 
only raise that can come in during the life of the contract is due to 
fluctuations in the index ? 

Mr. Roserts. I am glad that you asked that question, because I 
would like to clear up the record. I overlooked this in my direct 
statement. 

When we made this 3-year contract last year, as I say, we increased 
the base scales $2.50 a w eek, and we also agreed that February 1, 1952 
we would automatically increase the base scales another $i a week. 
So that there is that automatic increase in there, and there is another 
$1 goes on February 1. 

Mr. Forsyrur. Then the other question I had deals with the num- 
ber of contracts that you have renegotiated with the index tied into 
it. In other words, how many contracts do you have in effect now 
which are the second time that the union has gone along with you on 
tying their wages to the index ? 

Mr. Roserrs. Do you want the exact number? 

Mr. Forsyrur. A pproxim: ately, 

Mr. Rozerts. I would say nine. 

Mr. Forsyrue. And none of them have canceled which once had it 
in? That is, have taken it out once they have had it in? 

Mr. Roperts. No. And I think the strange thing, I think our con- 
tract with the machinists’ union is the only machinists contract in the 
country that has the index tied in, but they asked for it and we gave 
it to them. 

Mr. Wier. How about the drivers? 

Mr. Roserts. I overlooked the drivers. Our drivers have it. 

Mr. Wier. That is exceptional. too, is it not ? 

Mr. Roserts. It is exceptional, and they asked for it and we gave it 
to them. They asked for it for the reason that they were caught 
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when living costs went up, and they had to wait until their contract 
expired ; and so we gave it to them. 

Mr. Steep. What has been your experience in the speed with which 
the index becomes available once it is issued? Have you had any 
difficulties in getting the releases of the index ? 

Mr. Roperrs. No; we have not. As a matter of fact, I think that 
the Bureau of Labor Statistics has certainly made every effort to 
cooperate with us. I have an understanding with the Chicago office 


that they will wire me collect every time the figure is determined. 


In other words, if the figure is determined today, I get a telegram 
today advising me of that. And some of the unions are on the mailing 
list, too, and they get the same telegram. 

Mr. Wier. Right there, before you go on from that, Mr. Chairman. 

How do you proceed to alter the wage? Suppose someone comes 
running over with a rumor that “We get another increase today,” 
and how do you go about it to settle what the pay envelope will be 
next week ? 

Mr. Roserts. What I have been doing, as soon as I get the telegram, 
I make a note of it, and I prepare letters for all of the unions, notifying 
them of what the change in the wage scale will be on what date, and 
what date it will become effective. And then when the official release 
comes out, from Washington, I send the letters out. So that all of the 
unions have at least 6 weeks’ notice that there is going to be an in- 
crease on such-and-such a date. 

Mr. Granam. How much of a lag is there between those times? 
In other words, when it goes into effect and when the increase in the 
cost is announced, what is the time lag there? 

Mr. Ropers. Well, our next adjustment is going to be based on the 
price index figure of March 15 for St. Louis, and that figure was re- 
leased, we got a telegram, I think just 2 weeks ago. I happened to be 
here in Washington when that telegram came in. Now, that was 
about the 5th of May. In other words, sometime between the Ist and 
the 5th of May, we were advised as to what the Consumers’ Price In- 
dex for St. Louis was as of March 15. 

Mr. Granam. When do you put that into effect ? 

Mr. Roserts. July 1. 

Mr. Granam. In other words, it is about a 4 months’ lag, then? 
That is not retroactive, is it? It goes on from then, and it has that 
3-month lag all of the way through ? 

Mr. Rozertrs. Our contract is worded that way. In other words, 
the July 1 change is based on the March 15 figure. 

Mr. Granam. Do you have the same local union representing all 
three of the newspapers ? . 

Mr. Roserrs. Oh, yes. ‘They are joint contracts. 

Mr. Granam. And all contracts with all of the papers are the same? 

Mr. Ropers. That is right; yes, sir. 

Mr. Forsyrur. Let me follow one point that was made there. As 
I understand it, you use the St. Louis index and not the national 
index ? 

Mr. Roserts. That is right. 

Mr. Streep. If some means could be found to make the index more 
current, would it be of any advantage to you? 

Mr. Rorerts. No: I don’t think so. So far as the timing of the 
index is concerned, I don’t see how they could shorten the time any, 
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with any degree of accuracy, because, as I understand it, the Bureau 
has its people out pricing these commodities, and all of these prices 
come in, and all of these prices must be as of March 15. So when 
these people get through with their pricing, they send their figures 
on to W ashington or to C hicago, or wherever they do their figuring, 

I don’t know; but wherever it is done, all of these figures have to be 
taken and your new Consumers’ Price Index must be ascertained from 
a recalculation of these figures. 

Well, let us say that they are good enough to do that in 2 weeks. 
That would bring them right up, and they would have to have quite 
a staff to do it, because St. Louis isn’t the only pebble on the beach, 
and they have got a lot of other cities around the country. But even 
if they did it as of April 1, it wouldn’t help us any unless we wanted 
to submit to some retroactive pay, and that is where we run into 
trouble, and that is where we run into big costs when we have to figure 
retroactive pay, and we have to increase our payroll departments, and 
it just raises hell with us. So I think—and I don’t want to be selfish 
in the matter—but I think as long as they can get you the Consum- 
ers’ Price Index within 6 weeks after the effective date of the index, 
I think that that is about as good as anybody can expect, if you want 
the index to carry with it any accuracy at all. 

Mr. Forsyrne. Have you given any thought to what you would do 
if, for some reason or other, “they did not publish a St. Louis index? 
Suppose there was a cut in appropriations and they had to cut the 
number of cities that they priced in, and St. Louis was one of them 
cut out. Have you people given any thought to what you would do 
then? 

Mr. Roserts. Well, I suppose the only thing we could do would 
be to call in all of the unions and negotiate a change, and then we 
would have to agree on a national figure instead of the local figure. 
I am afraid we would run into trouble there, because of your varia- 
tions, your wide variations, and your changes in the Consumers’ 
Price Index in the various cities. Ithink it would be a mistake if they 
discontinued making the check in the large cities, and that is what 
they are doing now. 

Mr. Granuam. May I ask you a question? In other words, you 
would recommend expanding to get a fair reflection of the increase in 
the cost of living in respective cities in which such contracts are ne- 
gotiated, rather than have to rely on the national cost of the Con- 
sumers’ Price Index? 

Mr. Roserrs. That is right, because the national figure, if you use 
the national figure, that may be more than fair to people i in one city, 
but it would be unfair to people in another city. 

Mr. Wier. Have you watched the index yourself very closely ? 

Mr. Roserrs. Yes, sir; I have. 

Mr. Wier. Following the question of the counsel over here, Mr. 
Forsythe, and if for some reason St. Louis found itself unable to 
get its index figure, in your observations what is the relationship on 
the index, taking Kansas City, St. Louis, Milwaukee, Chicago, and 
Cincinnati # 

Mr. Roserts. Well, they differ at different times. In other words, 
there may be a larger increase in the Consumers’ Price Index for St. 
Louis on March 15 than there was in Chicago. The next time it may 
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reverse itself; there may be a larger increase for Chicago than there 
was in St. Louis. 

Mr. Sreep. In other words, you are saying that there is enough 
variation that, for the purposes of an escalator clause-type contract 
like you are using, the more localized the index 1s the more valuable 


it is? 


Mr. Ropers. That is right, and that is the one thing that aided 


us in selling it to the unions. 


Mr. Wier. How about the differential between Kansas City and 


St. Louis? 


Mr. Ronerts. There again, as I say, you understand this Consumers’ 
Price Index doesn’t tell you what living costs are, and there may be a 
greater change in Kansas City one time than there is in St. Louis, 


and then the next time it would be reversed. 


perience. 


That has been my ex- 


Mr. Wier. That is what I am interested in, but I will not take the 
time now to go into why there should be these changes. 
Mr. Sreep. Has there been much variation between the fluctuations 
in the index in St. Louis in relationship to the fluctuations in the 


national index ? 


Mr. Roverrs. Now, that is fairly well stabilized, and I can’t explain 


why. 


national pattern ? 


Mr. Roserts. That is right. 


Mr. Streep. When you average it out, it more or less follows the 


In other words, you understand the 


national figure is published every month, and the St. Louis figure they 
published only every other month, and before the March 15 figure was 
released for St. Louis, we in our office anticipated that we would be 
faced with another increase in payroll July 1 of anywhere from 2 to 


21%, and we based that on the national figure. 
close we came. 


It is $ 


De « 
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it would have been $2.50. 
Mr. Sreep. In other words, that gives you a very valuable guide 


in advance planning, then ? 

Mr. Roserrs. That is right. 

Mr. Wier. I have one more question on that. 
cities in the newspaper field in the Midwest that are using 
for negotiating ? : 


Are there 


And you can see how 
ind if it had been another 0.1 of one point, 


any other 
the index 


Mr. Roperts. No, sir; not that I know of. I think maybe the reason 
for that is some employers don’t like it. The argument is made that 
the Consumers’ Price Index may go up to the point where you can’t 
increase wages to take care of increased living costs; and, of course, I 


have an answer for that, but they don’t like it. 


Mr. Streep. We would like to know what your answer is. 
Mr. Roperts. Well, I think the the day for expecting workers to 
work—and I mean do a job—for less than it takes to meet increased 


living costs, is past. 


And I think we have to be realistic about it. I 


can say to you that one of the gripes executives have today is that 
they haven’t been compensated for increased living costs, and that is 
true. But it goes back to the theory that they are taking it off the 


top and putting it on the bottom. 
Mr. Sreep. Are there any further questions? 


We certainly appreciate your coming here, and you have given us 


some very 
have had you here. 


valuable information. 


The subcommittee is happy to 
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Mr. Rozerrs. Mr. Steed, I would like to say—and I mentioned this 
to Mr. Hussey this morning—if you have these proceedings printed, 
I would like very much to get a copy of it; not that I want to see 
what I said, but I would like to see what some of these Government 
people said last week. 

Mr. Srrep. We will be very happy to provide you with copies of it. 

Mr. Rorerrs. It was nice meeting all of you gentlemen. 

Mr. Sreep. The next witness is Mr. Gebhart.. 

Will you identify yourself to the reporter, and proceed with your 
statement in your own way ? : 


STATEMENT OF JOHN C. GEBHART, CHAIRMAN, BUSINESS RE- 
SEARCH ADVISORY COMMITTEE TO THE BUREAU OF LABOR 
STATISTICS 


Mr. Gresnarr. My name is John C. Gebhart. I am Chairman of 
the Business Research Advisory Committee to the Bureau of Labor 
Statistics, and I am director of research of the National Association of 
Manufacturers. 

Now, Mr. Chairman, I have prepared a statement which I have 
submitted, and I shall read it if you like, or I will talk extemporane- 
ously, or you can interrupt to ask questions. 

Mr. Sreep. It is up to you, and if you would like to read your 
statement and then have questions, that is all right. 

Mr. Gesrarrt. I think, since it is quite short, sir, if I could read it 
to get it into the record, and then I would be glad to answer any 
questions that any of you gentlemen may have. If that is agreeable 
to you, I will do that. 

Mr. Sreep. That is agreeable. You may proceed. 

Mr. Gebnart. I am appearing here in my capacity as Chairman of 
the Business Research Advisory Committee, and have been requested 
by the committee to testify with respect to the work which the BRAC 
is doing in advising the Bureau of Labor Statistics. 

The BRAC was appointed in December 1947 to serve as a technical 
advisory committee to the BLS. Members of the committee are ap- 
pointed by Mr. Ewan Clague, Commissioner of the Bureau of Labor 
Statistics. In appointing members to the committee, Commissioner 
Clague requests nominations from two representative business organ- 
izations—the National Association of Manufacturers and the Cham- 
ber of Commerce of the United States of America. Final selection 
of members and their appointment is entirely the responsibility of the 
Commissioner of the Bureau of Labor Statistics. 

There are at present 27 members of the BRAC. The great major- 
ity of the members are highly trained statisticians; others have been 
selected because they are primarily users of BLS statistics. Most 
members are company economists and statisticians, and a few others 
are statisticians or executives of trade associations and other business 
associations. Each member serves in his individual capacity and does 
not represent, and cannot commit, his organization in any recommen- 
dations which he individually may make to the BLS. Complete free- 
dom of action of this kind is essential in carrying out the fundamental 
purpose of the BRAC as a technical advisory committee. 

In the nearly 4 years of its existence, there has been but little turn- 
over in the membership of the BRAC. This means that a large pro- 
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portion of the members of the committee have served since its incep- 
tion. In my opinion, the low turn-over rate of members has con- 
tributed importantly to the effectiveness of the committee’s work. 
Obviously, continuity of membership with increasing familiarity with 
the many and varied activities of the BLS has given the members a 
better grasp of the Bureau’s program and its various problems and 
has thus improved the effectiveness of its work. However, the con- 
tinuous addition of a few new members each vear has strengthened 
the work of the committee in that it adds new persons with a fresh 
viewpoint and a wider experience. 

The committee meets four times a year. The bulk of the work of 
the committee, however, is carried out by subcommittees dealing with 
particular fields of operation of the BLS. There are at present eight 
subcommittees working on the following subjects: Construction ; 
Consumers’ Price Index ; employment ; foreign labor; industrial rela- 
tions: productivity; wages: wholesale price index. 

Since the full committee has only 27 members, most members serve 
on two or more subcommittees. Some serve on four. The subcom- 
mittees meet several times a year and make their reports and reeom- 
mendations to the full committee at the quarterly meetings. 

Obviously this set-up involves considerable work on the part of the 
membership of the comimittee which, of course, is on an entirely volun- 
tary basis. The full committee and the subcommittees receive full co- 
vperation from the BLS staff. Division heads and their assistants 
attend meetings of the subcommittees and give them full information 
regarding particular projects in their field “and discuss with the com- 
mittee technical and other problems on which the Bureau wants advice. 
At the quarterly meetings, that is, of the full committee, top BLS staff 
members are available for reports on their particular projects and for 
discussion with the full committee recommendations of the subcommit- 
tees. 

From the subcommittees listed above, it is clear that there are very 
few aspects of the Bureau’s work which are not carefully reviewed 
during the year by both the full committee and subcommittees. It is 
not necessary to catalog here the work of each of the subcommittees. 
Work has been concentrated in the followi ing fields in which important 
technical problems are bound to arise: Consumers’ Price Index 
Wholesale Price Index; Employment; Productivity ; Construction. 

(The list referred to is included in the t testimony of Ewan Clague.) 

This listing of these subcommittees is not intended to indicate that 
other fields are unimportant. It merely means that technical problems 
in their fields are more involved and require more study than other 
fields like Foreign Labor and Industrial Relations. 

To increase the effectiveness of the subcommittees, additional per- 
sons not members of the full committee have been appointed as “task 
forces” to work with some subcommittees. Task forces are now at work 
with the Subcommittee on Wages and the Subcommittee on Employ- 
ment. Through the use of task forces, we have been able to enlist the 
cooperation and help of a group of statisticians and economists who 
have greatly strengthened the work of these subcommittees. 

Since your committee is primarily interested in the CPI, some com- 
ments about our work in this field might be helpful. 

It is my personal opinion that the CPI, prepared by the BLS, is far 
superior to that of any other such index. I am convinced that no 
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other country has taken such pains to devise and keep up to date an 
over-all index of living costs. Many other countries do have cost of 
living indexes, but none of these, in my opinion, with the possible 
exception of Great Britain and Canada, go to such lengths to secure a 
representative weighted sample of all the items entering into the cost 
of living as our own BLS index does. 

I ree ently consulted the Statistical Yearbook of the United Nations 
for 1949-50, which gives cost of living indexes for some 80 countries. 
I might say that they were called cost of living indexes in this country, 
and this index was changed about 5 or 6 years ago, I believe, more 
properly to be called the Consumers’ Price Index, because there is some 
difliculty in using or some connotations in “cost of living” are unfortu- 
nate, and I think it was a very good choice to change the name of ours 
to the Consumers’ Price Index, but in other countries it is still called a 
cost-of-living index 

The footnotes to these figures for other countries indicate the short- 
comings of many of these indexes. For example, I find comments 
like these with respect to the indexes of particular countries: 

Heat and light included in food. 

Ileat and hygiene included in food. 

Food includes fuel and soap. 

ood includes fuel, light, water and soap. 

Over-all index does not include rent. 

Over-all index does not include clothing. 

Over-all index includes only food, clothing, coal and soap. 

Some indexes cover only the main city. For example, in France, 
food prices are collected only for Paris, while the over-all index covers 
food prices in Paris with other items and covers all towns over 10,000 
popul: ition. 

In 1949, the BLS embarked on a 3-year revision of the CPI. With 
the outbreak of the Korean War, however, the Bureau felt it was 
necessary to bring out an interim revision of the index, even though 
the full program of revision had still 2 years to go. This interim 
revision was announced for January 1951, and the revision has been 
carried back through all months of 1950, so that for this entire period 
both the old and revised index numbers are available. 

This over-all revision of the index, of which the interim adjust- 
ment is only part, will enable the Bureau to bring the index up to date 
in order to allow for changes in buying habits of the group surveyed, 
since the buying habits of families have changed considerably since 
the mid-1930’s, With higher real income and a higher standard of 
living, families are shifting their expenditures to some extent from 
food to other products—such as automobiles and medical care. This 
modern market basket has been estimated on the basis of surveys of 
actual buying by representative families in 7 cities survey in 1947 
and 1949 and adjusted to 1950 conditions. Adjustments are being 
made to account for shifts in population as revealed in the 1950 
census, so as to combine the 34 cities into the Nation-wide index which 
is so widely used. The revision gives greater weight to the price 
movement in cities with relatively greater increases in population. 

Another important revision has been made to account for rises in 
rents since 1940. This became especially important after World War 
II, with the great boom in home building when, without rent controls 
on new houses, there developed a wide “differential in rents on con- 
trolled and uncontrolled dwellings. 
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The first step in the revision was a survey of dwellings to find out 
the exact amount of this understatement in rents. An estimate made 
in 1949 by the Bureau indicated that it amounted to about 0.6 to 0.9 
point on the index as it stood at that time. The final estimate of 
the difference through 1949, that is, up to 1950, was higher (1.5 
points) for the over -all index, largely because of the great volume of 
home building in an additional year (1949). This means an increase 
of only 0.7 percent in the level of the index. 

The BRAC has been given considerable time to working over these 
problems of revision in the CPI with the Bureau. The Subcom- 
mittee on the Consumers’ Price Index has had many meetings with 
the BLS staff on various problems in this field, and the full com- 
mittee has given much of its attention to this major problem during 
the past year. This work has involved such technical questions as 
statified sampling, tests of family expenditures, and the working out 
of weights and links in the revised index. 

In another field, the Subcommittee on Wholesale Price Index has 
done a highly constructive job in consulting and conferring with 
the BLS division which is working on many revisions and improve- 
ments in the Wholesale Price Index. The Wholesale Price Index 
is carefully followed by many industries, and is also widely used, as 
is the CPI, as one of the basic economic indicators in our economy. 

Two subcommittees have auxiliary task forces to assist them in 
their work: the Subcommittee on Wages and on Employment. BLS 
studies in these two fields are of wide public interest, and the staff 
is continually improving its studies of wages and employment. 

Pr oductivity studies are also an important field of BLS activity. 
The BLS carries on continually two types of studies on productivity 
per man-hour. Our subcommittee has met frequently with the staff 
responsible for such work, and has become thoroughly familiar with 
the problem and has been able to give a number of constructive 
suggestions. 

The Subcommittee on Construction, which is made up of acknow- 
ledged experts in the field of housing and construction, has been active 
in reviewing BLS studies in these fields. These studies are widely used 
in following and appraising housing trends. 

Other fields also are import: int, such as foreign labor and industrial 
relations, but technical problems are not as serious here as in other 
fields and, accordingly, do not involve as much committee work on 
the part of BRAC members as do other fields. 

There I would like to point out that in the studies on industrial 
relations, we are only concerned with the studies the Bureau of Labor 
Statistics is making in this field, and we are not set up to be a com- 
mittee on industrial relations. We are a technical advisory commit- 
tee, and do not pass judgment on various kinds of labor contracts or 
collective bargaining agreements. 

The Bureau does ca arry on certain studies in that field, such as strikes, 
and they also secure labor contracts, and a certain number of them 
make analyses of those. 

The foreign reports, perhaps you are familiar with, are reports that 
come out occasionally of labor and other conditions in foreign coun- 
tries. Since those do not present any terrific technical problems, we 
naturally do not have to work as hard on those as we do on some of 
the purely statistical jobs. 
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I would like to point out, also, that while our committee has har- 
monious relations with the staff, we have a very high regard for them 
and we feel that it is a great opportunity to be able to work along 
constructively with them, ‘T would not like you to get the idea, however, 
that this is just a rubber-stamp committee. We discuss these problems 
frankly, and we often have different opinions as to how the thing 
could be done. Sometimes they take our advice and sometimes they 
don’t. But we recognize always that the responsibility is on the Com- 
missioner to make the decisions, and we are merely advisory. 

There are a number of questions that we are studying constantly, 
and there are a number of fields in which we think the Bureau should 
get in and do a better job, and we think that there are ways of improv- 
ing many of their fields of work. 

One thing that many of the members are interested in now, that we 
believe eventually the Bureau may undertake some studies on, is in 
what we call the fringe pay. That is, there is a lack, and it isn’t the 
fault of the Bureau at all, but there is a shortcoming, let us say, in the 
figures that we get on wages, because they are only the payroll figures. 
They take no account of payments that are made for pension plans, for 
life insurance, and other benefits which workers now get. And since 
that is a labor cost, it ought to be assayed in some way. 

We realize it can’t be done every month, as you can with the actual 
payroll figures, but I understand that the Burean is working on that, 
and will prob: ably be able to work out a series of studies in that field. 

In closing, I should like to pay tribute to Commissioner Clague and 
his very able staff for the fine work which they are doing in many fields 
of research. I feel confident that my associates on the BRAC would 
agree with me that the Bureau of Labor Statistics is one of the out- 
standing research organizations in this country—both public and 
private agencies. The BLS has a long history and valuable traditions 
of service. This experience and these traditions go back at least 60 
vears. In our association with the top personnel of the various divi- 
sions of the Bureau, we have all been impressed not only with the 
professional competency of the staff, but also the integrity of purpose 
and complete objectivity which is attained under Commissioner 
Clague’s guidance. 

I feel also that the Business Research Advisory Committee has been 
of great assistance to Commissioner Clague and his associates in im- 
proving their techniques, in getting a perhaps more complete under- 
standing of the sources from which figures are derived, and also a 
better knowledge of the uses to which the final product is put. While 
the members of the committee do not represent, and do not speak for, 
their own organizations on matters of policy, they do bring from their 
own experience a degree of knowledge and efficiency which I am con- 
fident is helpful tothe BLS. Ican certainly say for the entire commit- 
tee that it has been a great privilege and pleasure to work with Com- 
missioner Clague in this advisory capacity. 

Mr. Srerp. I would like to ask you this, Mr. Gebhart: With your 
experience in this work, do you feel that the index covers a wide 
enough range? 

Mr. Gresuart. As to things priced, you mean; as to the things that 
are priced ? 

Mr. Steep. Not that so much as to the areas covered, the extensive- 
ness with which it samples throughout the country. How do you feel 
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about the value of more regional indexes, or indexes that reach into 
the smaller communities ? 

Mr. Gesuart. We have discussed that a good deal, and we haven’t 
come up with any final conclusion, Mr. Chairman. There were points 
raised by the previous witness. 

Mr. Srerp. I assume in order to enlarge the work in that regard, 
and do it effectively, would probably involve higher costs. 

Mr. Gesnart. I am sure it would. 

Mr. Streep. And I am just wondering what your opinion would be 
as to whether the probable cost would “be justified with the value of 
the information that it would bring in. 

Mr. Gesuart. I think that would be the reaction of a good many, 

Mr. Chairman. Questions of this kind have arisen in our discus- 
sion, that here is a statistician from a company that has branches all 
over the country, and they may have a plant in one city in Texas, 
and a group of workers and a contract with those workers, and there 
probably is no CFI for that particular city, and you have to go to 
Houston or some other city, which may be miles away and where the 
conditions are quite different. So that that is a ncn 

I do think that many of the members feel this way about that 
problem, sir, that they feel that perhaps the best way to handle that 
is to have the best singlé, over-all national index to tie to that we can 
get, because there are so many ramifications. If you tried to get that, 
you might run into two or three hundred cities of over 50,000, and 
if you tried to prepare an index for each of those two or three hundred 
cities instead of just 34, it would not only greatly increase the cost, 
but it might be difficult to do as good a job as they are now doing in 
the cities which they are going back to, where they have access to 
the stores, and so on. But we have no final recommendation on that, 
Mr. C hairman. We realize it is a problem. 

Mr. Sreep. I have more in mind—this: Not to disturb the national 
index, but to prepare, I suppose you would call it, the auxiliary in- 
dexes that only deal with certain segments of the economy, which 
might be of use to people who are only concerned in that particular 
level. 

Mr. Gesuart. I think a good deal of work of that kind could be 
done. 

Mr. Srrep. I was interested in what Mr. Roberts, who preceded you, 
said of what they are doing with the St. Louis index, as against the 
national index; and I can see where perhaps a company operating in 
comparatively small cities might be interested in some figure that 
would be more realistic for their uses. 

Mr. Gesuarr. I wouldn’t be able to give you any final opinion on 
that. I know that a good deal of thought has been given to it, and it 
might be that some index could be wor rked out for the smaller cities 
that would give an indication, but I am afraid it couldn’t be as 
thorough as the national one or the one for the larger cities. 

Mr. Srrep. What is your opinion about the cities that they are 
now using? Are they what you consider the 34 best cities for the 
purpose 4 

Mr. Gepuart. I don’t know that they are. They have been there 
for a long time. And, as you know, there have been a good many 
shifts in population in the last 20 or 30 years, and some cities have 
grown very rapidly and others have grown very little. And in those 
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shifts, it is quite possible—and I haven’t surveyed the question care- 
fully—that there might be many other cities that would be really 
more representative now which have grown rapidly, say, since World 
War I, and where industries have gone in, which might be more sig- 
nificant than some of the 34 cities that they have now. But I have 
no final opinion on that, because I haven't looked into it yet. 

Mr. Streep. If you change from one city to another, you would lose 
the benefit of the historical background in the old city. 

Mr. Gresuarr. That is quite true, and the contacts that have been 
established in getting your prices and knowing your field, and so on. 

Mr. Sreep. What has been your experience with the cooperation 
that inglividual companies are giving now, as to what it was a few 
years ago? 

Mr. Gesuarr. You mean with respect to the index ¢ 

Mr. Sreep. Yes. 

Mr. Gesnarr. I think it is much better. In my position I have to 
get information, and they call us up and they write us, and T think 
we get more requests for information regarding the CPI than any one 
figure. 

Recently we got up—I am sorry I didn’t bring it here because you 
might have been interested in it—a little fact book, which is simply 
a ready reference book of Government statistics, and no other kind, 
and noveditorializing at all, just the figures, and we cover in that little 
book a wide range of basic statistics, Consumers’ Price Index, wages, 
hours, national income broken down, and many other figures that are 
constantly used. And the one figure that they seem to follow most, 
those who have this book, is that Consumers’ Price Index. They often 
call us up and want to know if we can get a more recent figure: and 
because there is so much interest in that, we revise these figures of 
various kinds twice a month, and most services do it once a month, 
but as soon as we get the index releases we make the revisions so that 
the subscribers get some of these pages—and not all of them, but the 
monthly figures—twice a month, which they insert in this loose-leaf 
book. And T know that there was great interest in that one figure, 
even before these escalator contracts came into force, and they are 
now so popular—even before that it was done, but it has grown a great 
deal since then. 

Mr. Sreep. What is your experience with the speed with which the 
information is made available? Do you think that that could be 
better ? 

Mr. Gesuarr. IT think that they do a very good job, Mr. Chairman. 
Of course, we would all like to have the figure the next day, a figure 
for March 15 we would like to have on March 16, but you know, of 
course, that that is not practicable. Those figures come in from the 
field, and they have to be recorded and edited, and cards punched, and 
all of the tabulations run off: and the fact that they can have those 
figures available within roughly 6 weeks is, I think, a very good job. 

Mr. Srerp. What is the advantage of having the time lapse nar- 
rowed as much as possible ? 

Mr. Gesrrarr. I think the shorter the interval, the better, IT would 
say, as long as vou don’t have to sacrifice accuracy. I think there 
would be great danger, if you tried to speed it up too much, that you 
might get careless and mistakes might creep in, and that is the thing 
we want to avoid, all of us, I believe. 
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Mr. Sreep. What time lapse is thereafter the Bureau finally com- 
piles the figures, and it is able to disseminate that to the people who 
make use of it? 

Mr. Gepuarr. Well, I am not sure just how much it is, and that is a 
subject that we have discussed with the Bureau staff, especially Mr. 
Hollander, and he is here and he can speak more expertly on that, but 
my impression is that they have got that time lag down to about as 
low as it can be, when you consider the system. ‘They can give you 
over the wire a figure, but when you consider that the figures have to be 
mimeographed, and there are also Government restrictions on mimeo- 
graphing, and you have to go through some kind of procedure to 
get priority, and when you consider all of those factors, I think that 
they get it out fairly soon to those who actually rec eive the releases. 

Mr. Srzep. Well, for an item of information of this importance, 
would you feel that if the Bureau were given the authority or the 
ability to expedite its own mimeographing, it would be worth while? 

Mr. Gesrarr. I would think so; yes. And I don’t know how much 
of a problem it is, but I have been told that that does delay the process 
somewhat. And it does even in private organizations, where they do 
a great deal of mimeographing, and five people are ahead of you 
with their jobs Which they say are most important, and you have to 
wait. 

Mr. Sreep. I gather from what you say that you feel that if any 
exception was made on the publishing of any given statistics, this 
would probably be the one that would be most important 4 

Mr. Gesuarr. I would think so. Now, that does not mean that other 
figures are not important, but this one has lately assumed so much im- 
portance and so many are using it, I don’t know how many contracts 
there are of this kind—there are four or five hundred, I guess, with 
this escalator clause contract, and I have seen estimates of it, perhaps 
2 million workers are affected with contracts of this kind. And speed 
is desirable in order to work out these adjustments. 

Mr. Streep. We have had some testimony that many firms want the 
information so badly that they have collect telegrams sent. 

Mr. eaeag Yes. 

Mr. Sreep. That would indicate their interest. 

Mr. Gates kate. It would indicate that they want the figures as soon 
as they can be had, and anything that could be done to speed up the 
process without sacrificing accuracy is very desirable. 

Mr. Wier. I just want to refer back to some testimony given here 
the other day by representatives of the Bureau, and that is the ques- 
tion of broadening items in the budget due to a change in the mode 
of living. 

Mr. Gesrarr, You mean the f: unily budget ? 

Mr. Wier. Yes; that is right. As you say, there are fringe pay- 
ments. For instance, people change their way of living, as was said 
the other day. They are buying televisions now, and so they do not 
zo to the movies, and they may not got to the football game, and 
they may not go to the boxing match, and the ‘vy may not go to the base- 
ball game, or some other amusement which costs money. 

Mr. Gepnart. That is right. 

Mr. Wier. And so the item of recreation on the chart has rather 
reversed itself. Perhaps 40 percent of that revenue that used to be 
recreation is now put into a television machine. 
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Mr. Gesuarr. That is right. 

Mr. Wier. Now, the same thing is a problem with shelter. Are 
the families being given full credit for the cost of shelter, whether 
it is their own home or they are renting? Have you at any time 
given thought to these debatable questions of cost of living that are 
not now a part of the index? 

Mr. Gresuarr. I do not know whether they are debatable, Mr. Wier. 
Let me put it this way: We have given a good deal of thought to it, 
let us put it that way, especially the Subcommittee on the Consumers’ 
Price Index Works with Mr. Hollander and his staff, and they have 
given a great deal of thought to it. 

I would like to say this for the record, too, that these staff members 
of the Bureau of Labor Statistics who meet with the committee are 
perfectly frank and they do not hold anything back, and they put 
all of their cards on the table and all of their problems, and they 
do not give you any half information to mislead you, and they give 
you the whole works. 

And so we have had an opportunity, especially the subcommittee 
that works closely with this, to review this whole process of revision 
of the index? It is our opinion that they are doing and have done 
a very intelligent job. 

The index up until this year was based on a pattern of living, let 
us say, that existed in the base period from 1935 to 1939. Now, you 
have only to reflect back to see how much we have changed in that 
period. 

In the first place, that was the tail end of a depression period, and 
we are living now, fortunately, in a period when most of our workers 
have a very high standard of living, and that has brought about a 
change in the pattern of living very much. New products have come 
in. The television was not here in 1935-39. 

But more important is the fact that as people’s real income increases 
they change their type of expenditure. The studies show that, for 
eX: imple, the families surveyed are spending a slightly smaller pro- 
portion of their income for food, which is char acteristic of these 
family budgets to anyone who has studied them—and they have been 
studied over 100 years—and they show that as people rise in their 
economic scale and as their income increases, they tend to spend less 
for the actual necessities and actual bare food and shelter and a little 
bit more for the luxuries and the better things. So that that process 
has been going on. 

I think that the Bureau was very wise in recognizing that, and 
taking steps to provide for a rather complete overhauling, so that 
we will eventually, when their work is all completed, get a better 
basket of items that are surveyed, so that when the price index does 
come out it represents the changes in prices of the things that people 
are now buying. 

I think that there has been an awful lot of misunderstanding and 
probably some misrepresentation about certain of these items, like 
television. Some people seem to have the idea that this Consumers’ 
Price Index is the measurement of a family budget, and, therefore, 
if you put television and other luxuries, so-called, in it, it is unrealistic. 
But actually, all that is done when you enter, say, a television set into 
this index, it does not appear until there has been a price movement. 
It goes in at a certain figure, and then you measure it next as to 
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whether that price has gone up or down. Actually, I would believe, 
without having looked into it, that over the last few months the price 
of television sets has gone down, so that it might even reflect a de- 
crease in the index. a 

People have the mistaken notion that the Bureau puts in television 
sets and that means that you add $200 or $300 to a family’s budget. 
It does not do that; it only measures the change in price. 

But I think that it is realistic to try to measure those price changes 
that reflect what people are spending their money for. 

Does that answer your question, Mr. Wier? 

Mr. Wier. That is about it. 

I have one more question on that same line. Does your committee 
feel that in any way, sense, or manner, taxes that might be levied upon 
the wage earner ought to be a part of his cost of living? 

Mr. Gesnarr. No; I do not think that they should, if you mean 
income taxes. 

Mr. Wier. The sales tax, too. 

Mr. Gepuartr. My understanding is that sales taxes of various 
kinds which are reflected in the price of the article a person buys are 
in there, and I do not believe that they should be left out. If you buy 
an automobile tire, you know that somewhere along the line a tax is 
paid, and passed on to you, and that enters into the price of the 
product you buy; whereas, an income tax that you pay is not a pay- 
ment for something that you get, and it is not a price. 

Mr. Wier. It is services. 

Mr. Gepuarrt. It is the services that the taxes buy, but I do not 
believe that it would be fair, and I think it would be most misleading 
if you should include income taxes as an item in the cost of living 
that can be priced. You can’t price changes in an income tax. Of 
course, they are going to go up greatly, and I don’t believe they belong 
in there at all, sir. 

Mr. Wier. I assume that when the labor representatives, or at least 
some of them, appear before this committee, they are going to charge 
that this is not a true picture, based on the fact that many of the 
items that go to make up a basket or play a part in a basket are not 
true, and are not in the picture, or are not truly pictured. 

Mr. Grepuart. You mean with respect to sales taxes, or excise taxes / 

Mr. Wier. I do not know whether they are going to bring that in 
or not, but that is their charge now, that this has not been a true pic- 
ture because many of the elements that go to make up the take-away 
from their pay is not a part of the standard. 

Mr. Gesuart. I am familiar with the general argument, but I think 
it would be most unfair to put all taxes into a cost-of-living budget, 
so that the take-home pay after taxes would be increased. We are 
getting into a period when they are all going to be taxed very severely, 
and we have got to be if we don’t want to get into a ruinous inflation, 
and all of us have got to bear that. And when the great mass of the 
people are the ones who have the great mass of money, they are the ones 
who are buying goods; and unless we can get a considerable portion 
of our taxes from their sources, we are not going to balance the budget. 
We cannot balance it, certainly, by putting it only on those of very 
high income. If you confiscated all of the incomes over $100,000, you 
would only have maybe $50 million or $60 million, and it would hardly 
pay for an aircraft carrier. So that we have got to have taxes of 
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broad incidence; and taxes are never pleasant and wars are never 
easy, and I think an attempt by getting a cost-of-living index that 
would guarantee the worker a take-home pay which would relieve him 
of all taxes at a time like this is most unfair, if that is the purpose 
of it. 

Mr. Wier. The trend is just the reverse now: It is to relieve him 
of all of his spare eash. 

Mr. Gesrrart. I think that that is true, and I think most of us will 
be relieved of it before we get through, if I can read the papers. 

Mr. Howe... I do not believe that I have any further questions, 
Mr. Chairman. 

Do you think of any other services or changes, other than what vou 
have mentioned, that you would like to see them perform or do, that 
they are not doing? 

Mr. Greenart. Of the cost-of-living index? 

Mr. Hower. Yes. 

Mr. Gesnart. No; I can’t think of any just now, but I would not 
want that to be interpreted as foreclosing the committee, in its de- 
liberations with the staff, from making further suggestions. 

Mr. Howetn. There is nothing looming very strong in your mind 
as to any deficiencies or major changes that ought to be made? 

Mr. Gesnart. Iam sure that there are no major changes. I am sure 
by this time that you gentlemen realize that preparing an index of 
this kind is a terrifically difficult job, and I think that the Bureau 
is going at it in a very efficient and able way, and they want advice, 
and not only from our committee but from others, and they are very 
glad to get it. Because sometimes when you are very close to a job 
you do not see some of the little imperfections that another man can 
spot. 

We really proceed along that line, Mr. Chairman. 

If you would be interested, for the record, I have brought with me 
the membership of this committee, which will indicate the kind of 
persons there are on the committee. 

Mr. Strep. We would be glad to have that for the record. 

Mr. Gesuarr. And it lists the organizations from which they come. 
I put it that way, because these men do not represent a trade associa- 
tionoracompany. They are not speaking for their companies or their 
associations when they do this work. They are just taking on volun- 
tarily a job in the interest of the public, vou might say, to try to help 
the Bureau do a better job. But if you would like this for the record, 
1 would be very glad to have this submitted. 

Mr. Steep. We will take that, thank you. 

(The lists referred to are not printed here inasmuch as they are 
included in the testimony of Ewan Clague.) 

Mr. Howe... You said that they are suggested by the national asso- 
ciations ? 

Mr. Gesnart. This committee is still pretty young. When this 
suggestion was first made by Commissioner Clague and he got ap- 
proval of the Secretary of Labor to set up such a committee, he asked 
staff people like myself, of the National Association of Manufac- 
turers and the chamber of commerce, Dr. Schmidt, and George Smith 
to submit a slate of nominees. That simply meant that we suggested 
names of statisticians and economists who were in industry who we 
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thought were competent for this job. That is, you had to kick it off 
somewhere. 

Mr. Howeti. They were not necessarily people from your own 
organization ? 

Mr. Gesuartr. Oh, no. And then he appointed—and it was en- 
tirely his responsibility—25 names from those lists. And as I pointed 
out, there has been very little turn-over, three or four or five a year. 
And then, since then it has become quite informal. He may ask me 
or someone in the chamber for suggestions, and some come to him 
from other sources. 

Mr. Howe. Probably he got some suggestions from other organi- 
zations. 

Mr. Gesnart. We are not altogether satisfied with that arrange- 
ment, and it was just a temporary thing, and we believe perhaps there 
ought to be nominations received from a much larger number of or- 
ganizations so that it would be more representative, so that there 
isn’t any bias or any control in it. And I can assure you that that 
isn’t it. 

I would like to say also, I have tried to make this very emphatic, 
that we are not speaking for our organizations, and, naturally, each 
of us have to get the approval of our bosses for giving so much time, 
and it does take a good deal of time to do this work. But other than 
that, they hardly know what we are doing, and they know it is a good 
work, and “Go ahead if you can help them out.” But we do not go 
back and get approval of the board of directors or reflect any policy 
of the organization except an interest in getting good figures. 

So that the men that we have are selected on the basis of their 
competency for this job. 

I would like to say—and I think you have received this mem- 
orandum prepared by the business research staff of General Motors, 
Mr. Stephen DuBrul, the head of that branch of General Motors— 
he and his staff have prepared this, and I commend it to you as a 
very intelligent and simple explanation of how the thing is done, 
and I think it is also an indication of the kind of men who are on our 
committee, and the way they approach this job. It is to try to get a 
better understanding of it, and to work with the Bureau in any tech- 
nical problems we can, in the interest of better and sounder figures, 
not only on this index but in other work that they are doing. 

Mr. Howexy. Are most of the members of this committee probably 
appointed on the recommendation of the two organizations you 
mentioned ? 

Mr. Gesuarr. Well, yes. I do not like the word “recommendation,” 
I will be perfectly frank with you. Now, many of these gentlemen 
have been here on this committee from the beginning, and I will 
start with A, and Mr. Vincent Ahearn is executive secretary of the 
National Sand and Gravel Association. One of us, I don’t know 
whether I recommended him or somebody from the chamber did, 
but he is an excellent man, and he is not primarily a statistician, but 
vou may recall that he served on the War Labor Board in World 
War II, and he has a good, broad understanding of this problem, and 
he is a man of fine judgment. 

Here is the next on the list, Mr. Ben D. Black, of James McCreery & 
Co. We had no idea of his representing James McCreery in this 
thing as an organization, but he is a man who has worked in this 
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field of one phase of consumer prices, and because of that he can often 
make very practical suggestions about prices of things sold in depart- 
ment stores and retail stores. 

That is the way they each approach it. 

Then another man, Mr. William Donald, the managing director of 
the National Electrical Manufacturers Association. He comes in as a 
user of the figures. 

Mr. Martin Gainsbrugh, the chief economist of the National Indus- 
trial Conference Board. 

Mr. Robert Burgess, who is the chief economist of the Western 
Electric Co., and was former president of the American Statistical As- 
sociation, and one of our outstanding statisticians in this country. 
He is thoroughly conscientious, and he has made a fine contribution in 
leading the ‘subcommittee on the problem of the wholesale price 
index 

So it goes, and I would be very glad to submit this to you for the 
record if you would like to have it. 

Mr. Srerp. I think it has been entered in the record. 

Mr. Morron. I have just one or two brief questions, Mr. Chair- 
man. 

Mr. Gebhart, we were discussing a moment ago this question of 
the advantages of a regional index or an index that would more ac- 
curately represent changes i in consumer prices in certain sections. I 
suppose the ideal would be if we could develop such an index for every 
county or parish or township in the country, which we know is an 
impossible job. 

Mr. Gesuartr. There are over 3,000, and it might be 5,000 or 10,000 
of them. 

Mr. Morron. It is an impossible job from a practical standpoint. 

Now, in the past few years, or in this century, I think it can be 
stated that our economy has become much more integrated, our na- 
tional economy, and, therefore, your great fluctuations in consumer 
prices between areas diminishes as the integration of our economy 
increases. 

Mr. Gepuart. That is right. 

Mr. Morton. That is a basic statement. 

Mr. Gepuarr. Yes. 

Mr. Morton. And it might be, as was pointed out by the previous 
witness, that the St. Louis index is much more valuable to him and to 
the members of the unions in the St. Louis area whose wages are 
hitched to it. It is much more accurate, but from a p -actical stand- 
point the St. Louis index is not. going to buck the national index by 
more than a point or so for one period, and then tend to correct in the 
next. 

Mr. Gesuart. I would think so. 

Mr. Morton. The cost of living is obviously less to maintain a 
certain scale in Hattiesburg, Miss.. let us say, than in Washington, 
D. C., but a change nationally would probably, percentagewise, over 
a period of a year or so, be the same in one as in the other. 

Mr. Gesuarr. Well, there are some regional differences because of 
climate, you know. For instance, southern cities would not be spend- 
ing so much for fuel. 

Mr. Morton. If the price of fuel moved independently of the gen- 
eral price level, and, let us say, if household fuels went up out of 
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proportion to the general increase in all prices, then in your colder 
climates your cost-of-living index would take a permanent Jump as 
against a tropical or semitropical climate. But unless you get a 
shift of that kind, if everything went up 10 percent, including fuel, 
then the fact that you used no household fuel in south Florida against 
a terrific consumption in Minnesota, say, still would not affect the 
differential, if fuel moved along with other prices. 

Mr. Gesuart. Could I speak to that just a moment, on some of the 
work that the Bureau has done and is doing? You can get more 
details from Mr. Hollander and people on his staff. 

You will recall that maybe 5 years ago now, the Bureau, under a 
resolution of Congress that may have originated in this committee, 
made a study of city worker family budgets. This has a bearing on 
this point that you have in mind, and it is a little off the price index, 
as such. But the Bureau worked very hard on it, and I think did 
an excellent job. They took 20 or 25 cities, and they made up a 
budget after consulting people in home economics, and so on, as to 
what is an adequate standard of living. That is a debatable point, 
I grant you, but at least it was consistent. And they took a man and 
wife with two children in school, high school or elementary school; 
and for housing and all of the other items, in great detail, they priced 
what that budget would be, you see, and how much it would cost. In 
some places it was $2,800 and some places $3,000. And, of course, 
that did reveal marked differences by regions, especially in some items 
like food, and so on. 

T understand that the Bureau will from time to time reprice that 
budget in those towns. Now, that will give you a different thing than 
the Consumers’ Price Index, and it will show how much a given budget 
would cost today as compared with that budget of items in 1945, you 
see. That is a different thing. 

Then the Bureau staff have been working toward a very compre- 
hensive national index, improvements in what they have now, so that 
they wouldn’t have to rely entirely on these 34 cities. You see what 
I mean. They carry out a program of stratified sampling of other 
cities so that they would get a more uniform and representative pat- 
tern of price changes for the entire country. 

Then there is a possibility—and I am not arguing for or against 
that—but there is a possibility that that over-all index might be really 
more representative than the index of any particular city, you see, 
because it would be drawn from typical cities, north and south, and 
lcw-income groups, and differences in climate, and so on, so that you 
would get a matching of urban life throughout the country that would 
be reflected then in this over-all index. 

I do not know how far work has gone on that, but Mr. Hollander, 
or anyone from the staff, could tell you more about the status of that 
particular approach, which I think is exceedingly interesting. 

Mr. Vari. Mr. Gebhart, you used the term “voluntary” in connec- 
tion with the service of the committee, and is that intended to mean 
uncompensated ? 

Mr. Gesnarr. Completely, yes, and not even carefare. 

Mr. Var. You heard Mr. Roberts say a little while ago that general 
adoption of the index as a wage barometer would stabilize prices. 
Are you in aceord with that ? 
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Mr. Gesuarr. Well, Mr. Vail, I do not believe that 1 know enough 
about that subject to offer an opinion. I am not trying to duck any- 
thing, and I, like the distinguished witness last week who said “that 
is not my theater,” have not studied this whole problem of escalator 
clauses and all of the rest of it. 

We do have in our organization a committee and a department on 
industrial relations, who give all of their time to studying problems 
in collective bargaining and various types of labor contracts, and the 
opinion of someone from that department would be worth a good deal 
more than mine. 

I think it is a very interesting and intriguing problem, but I really 
do not have any well-considered judgment on it. Others have given 
a great deal of thought to it, and I am afraid that I couldn’t contribute 
very much to it. 

Mr. Vai. Would your research department in your National Asso- 
ciation of Manufacturers contemplate a check of the percentage in- 
crease or decrease of the produced commodities of your membership ¢ 

Mr. Gesnarr. Not of our membership. We don’t often canvass our 
membership for facts. We do occasionally, and I will give you some 
examples ina minute. But mainly, in our research work we rely mainly 
on Government studies and statistics, and those of other highly repu- 
table organizations, like the National Bureau of Economic Research, 
and the National Industrial Conference Board, and Brookings Insti- 
tution, and so on. And so we are using their figures constantly. 

Occasionally we do go to the members with a questionnaire. Last 
summer we got out a questionnaire that went to our members on 
financing small business, and we got a very good sample of the smaller 
firms—more than half, if you want the definition, of the members of 
the association—and asked a number of questions about their financial 
needs, and how they are met, and so on. 

And then we also, about the same time or a little later, in coopera- 
tion with the Conservation Foundation, circulated a questionnaire with 
regard to water use, which is a very important subject, and developed 
a number of interesting facts from that which have been very well 
received. : 

But ordinarily, we do not go to our members for much information. 
That is, we do not try to settle their internal business problems or 
labor problems. We are not set up that way. 

Mr. Vatz. Does your membership include public utilities? 

Mr. Gepuarr. Yes. They are not voting members, and I think that 
that varies a little bit, but there are some. I don’t know exactly what 
their status is. And we have a good many contributing members. 
Only manufacturers can be represented on committees and the board 
of directors, but others, even banks and insurance companies, can be 
associate members and receive our literature and our material, but 
have no voice in the determination of policy. 

Mr. Forsyrne. Mr. Gebhart, would you care to discuss for a mo- 
ment the position which your committee has taken, if they have taken 
one, on the frequency with which you think the market basket should 
be computed ¢ 

Mr. Gesuartr. We haven’t taken any firm position on that, and I 
would like to say that ordinarily we don’t take too firm a position on 
anything. We have kept this thing, up to now, rather loose. 

Mr. Forsyrue. Just discuss for a moment the general subject. 
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Mr. Gesuart. Well, we have this feeling, that it should be fre- 
quently reviewed, and how frequently, I am not prepared to say. But 
certainly I think that we are all agreed that since we have been 
operating on a 1935-to-1939 basis, that that is not realistic, and we 
have given our full moral support and whatever help we could to the 
revisions that they are making now, to bring that up to date. 

Now, how frequently that should be made, I don’t know, and we 
haven't thought it through, and I don’t believe any of the members 
of my committee have. But it probably should be more frequent than 
it has been, let us put it that way. 

Mr. Forsyrur. Would you say, at least personally, that you feel it 
should be done frequently enough to make it reflect with reasonable 
accuracy the current conditions? 

Mr. Gepnart. I would put it ‘his way. personally, that the Bureau 
should constantly watch trends, as they do—and they are intelligent 
people, and they watch what is going on—and be on the alert for 
major changes in our ways of living, and new products coming in; 
and that when they see that there is some such major change, “that 
probably then is when they ought to begin making some revision, 
even if it isn’t over-all revision. 

Mr. Wier. Will vou repeat the statement you made a minute ago? 
I lost some of it. That is, that the Bureau is now working on a 1! 935 
basis. 

Mr. Gresnarr. The current index is based on the period from 1935 
to 1939. Iam pretty sure I am right on that. That is, that base is 100, 
and prices are reflected in the index from changes from that point on. 
That index year or that index period was based on the prevailing pat- 
tern of expenditures of that period, you see. 

Now, there bas been a great change since then, and we have had a 
world war, and our wages are higher and real wages are higher, and 
we know that the kind of living has ch: anged ; and we also know that 
there have been shifts in population, w hich has something to do with 
this, too, because greater weight is given and will be given in the index 
to those cities where the population has increased greatly over what 
it was in that period. 

Well, San Francisco is an example, and Los Angeles is another ex- 
ample. 

Mr. Wier. I just wanted to be sure that I got that correctly. 

Mr. Gepuart. Yes. 

Mr. Wier. In other words, you really meant to say that there is 
great need for an immediate revision to reflect as of today, and not 
1935-39? 

Mr. Gesnarr. One reason it went so long, you obviously couldn’t 
do that during the war, and when you were in war you couldn’t under- 
take a survey of this kind, because things would be abnormal, we will 

say. And so, they had to wait until a postwar year to get started on 

it, and I think that they did get started on it just about. the right 
time. Perhaps it should be done more often. Of course, there is 
always the question of expense, and this kind of an overhauling means 
a lot of extra personnel, and training them, and all of the rest of it. 
But I feel that the money that is spent in improving and making more 
and more acceptable this index, is a good expenditure by this 
Government. 
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Mr. Wier. I think that is true, if the trend is going to continue. 
There is one thing that we can do. If there is a tendency i in the field 
of labor relations, in the disposition of wage contracts, and it can be 
settled on the basis of this yardstick, I think that that is an improve- 
ment over the old power fight. 

I think Mr. Hollander said the other day, or Mr. Claque, that as of 
today, there are over three million workers. 

Mr. Grau ArT. It has gone up, then. 

Mr. Wier. There are 3,000,000 workers. 

Mr. Gesuart. I am not surprised it is. 

Mr. Wier. There are over three million workers now covered and 
working in agreement with this yardstick. 

Now, if that is true, then ev ery effort should be made, in spite of the 
increase in cost, to keep it accurate so that no charge can be made that 
this is a fraud, from either side. 

Mr. Gesuart. That is right; yes, sir. I think that that is vitally 
important. We want to keep constantly improving it, and a thing of 
this kind should not remain too rigid. 

Mr. Wier. I am sure, insofar as unions and workers are concerned, 
that when they have got confidence that this is a good yardstick and 
a fair yardstick, they will be more tempted to not argue on a point 
that this is to be used. 

Mr. Gresuarr. I think if there are so many contracts of this kind 
based on the CPI, it is an indication of the great confidence that both 
labor and management have in it, and I think that we ought to keep 
up with the lev el of the index so that it will always be worthy of that 
confidence. 

Mr. Wier. Once the confidence is destroyed, your 3,000,000 workers 
will move right out from under it. 

Mr. Gesuart. That is right. 

Mr. Wier. And then you come back to the old fight on the street. 

Mr. Gepuart. That is right. 

Mr. Streep. We certainly appreciate your coming here, Mr. Geb- 
hart, and helping us, and we think you have we 3 a very helpful 
statement. 

Mr. Gesuart. I am glad to meet with you. 

Mr. Streep. The committee will stand adjourned until 10 o’clock 
in the morning. 

(Whereupon, at 12:15 p. m., the hearing was recessed until 10 
a. m., Tuesday, May 15, 1951.) 
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TUESDAY, MAY 15, 1951 


Hovsr or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE ON Eptcation AND Lapor, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 
429 of the House Office Building, Hon. Tom Steed, chairman of the 
subcommittee, presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; John O. 
Graham, minority clerk; and Russell C. Derrickson, investigator ; 
all of the Committee on. Education and Labor. 

Mr. Streep. The subcommittee will be in order. 

The first witness this morning will be Mr. Cyrus Ching, Director 
of the Federal Mediation and Conciliation Service. 

Mr. Ching, for the record, will you identify yourself, and then pro- 
ceed with your statement in your own way ? 


STATEMENT OF CYRUS S. CHING, DIRECTOR, FEDERAL MEDIATION 
AND CONCILIATION SERVICE, WASHINGTON, D. C. 


Mr. Cnutne. I have a statement here, Mr. Chairman. 

This service, referring to the Federal Mediation and Conciliation 
Service, makes no direct official use of the Consumers’ Price Index. 
However, our Commissioners in the field do have occasion to refer to 
it frequently for the information of the parties in the mediation of 
labor-management disputes. The index is used in two principal types 
of situations: 

It is used in assisting labor and management representatives who 
are interested in negotiating contract clauses tying wage adjust- 
ments to the cost of living—the so-called escalator clauses. This is 
particularly true in many smaller companies which are now follow- 
ing the trend established by larger companies in the past ten or twelve 
months. Our Commissioners are frequently called upon to assist 
the parties in the negotiation of such clauses, and at such times they 
rely to a great extent on the information available in the Consumers’ 
Price Index. The inclusion of the automatic cost of living or escala- 
tor clause in labor-management contracts has been one of the most 
significant collective bargaining developments since the beginning 


of the Korean crisis and the inauguration of the emergency defense 
program. Spurred by the economic uncertainty generated by the 
Korean conflict, and particularly by accelerated price rises and fears 
of shortages of skilled workers, a large number of unions and employ- 
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ers have agreed to tie automatic wage adjustments to changes in the 
cost of living. 

There are also a large number of situations in which the parties are 
not bound contractually to a cost-of-living wage adjustment, but as a 
matter of practice they utilize the cost -of- living index as a basis for 
negotiating wage rates. In these situations, our Commissioners fre- 
quently find it nec essary to utilize the Consumers’ Price Index as a 
reference in assisting the parties to negotiate a mutually agreeable 
settlement. Historic: ally, this has been the most important use to 
which this service would put the Consumers’ Price Index, and there 
will be continuing demands for our Commissioners to have this type 
of information available and to use it in wage negotiations. 

Although there will undoubtedly be an even greater number of 
labor contracts employing automatic cost of living wage adjustment 
clauses as a result of recent action taken by the Wage Stabilization 
Board in allowing these clauses to operate above the 10 percent general 
“freeze.” there will undoubtedly always be a fairly large number of 
situations where, as a matter of principle, either the company or the 
union will object to writing such clauses in their agreement, and in- 
stead will utilize the Bureau of Labor Statistics Consumers’ Price 
[ndex merely asa basis for negotiating such wage increases. 

Mr. Srrep. Mr. Ching, do vou find, as time goes on and wider use is 
made of this index by labor and management, it serves to reduce the 
field of difference? What T am trying to say is this: Does it have 


the over-all effect of reducing the amount of controversy and dissen- . 


sion in the ranks of negotiators ? 

Mr. Cuine. Very frequently, in wage negotiations, the cost of living 
‘s one of the factors under discussion, and here is something that both 
sides can rely on, both sides have confidence in. So that you have 
something to tie to, and you do not have any dispute about that angle 
of it. 

[ think more and more the Consumers’ Price Index is being used. 
Obviously, of course, there will come times, and there have been times 
in the past—and IT remember as far back as the 1920’s when the Con- 
sumers’ Price Index was used by very, very many people, not as esca- 
lator clauses, but as a guide to wage negotiations. Then there came 
another period when it was not used so much. It depends entirely 
on what the economic state of the country is. 

sut as something to tie to, it is the only thing we have in the way 
of accurate information along that line today. 

Mr. Sreep. Do you get the impression that when a wage rate has 
been worked out somewhat on the basis of the index, or what the 
index would indicate would be a fair wage rate, that the workers find 
themselves better able to meet the living costs thereunder, and do they 
have the impression if they are getting somewhere in the neighborhood 
of what the index would indicate, that their wages are fair? Does 
that come out much in your negotiations? 

Mr. Critne. It depends entirely on cireumstances. As a matter 
of fact. any general statement could always be torn apart, but I think 
generally speaking the workers throughout the country have confi- 
dence in the cost-of-living index, and when their wages are up to the 
going rate in the community or the rate of the eraft or what other 
factors there are, then the cost-of-living index is a good guide for 
them and they are fairly well satisfied with it. 
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However, there are other factors in wage negotiations that come 
up, such as inequalities and inequities, and other things. 

Mr. Sreep. I realize that, but in view of the fact that when you 
are called in to conciliate a labor dispute, I suppose that one of the 
things you desire to do first is to find out how much of a field of 
agreement can be reached so that you can isolate the points that have 
to be negotiated, do you find in that case the index is helpful in giving 
you a starting point upon which both sides could agree, or a point 
from which they could begin to base their claims, so that by the con- 
ciliatory process you can begin to get it down to something factual 
where some give and take could enter into it ¢ 

Mr. Crane. The index is very helpful in those situations. However, 
T would not say that just merely bringing the index in would help you 
to settle the situation, because as T said before, the issue there may be 
a wage issue, and there are usually dozens of different issues that come 
up, and they have to be combed out or settled. Then you get down to 
the wage issue. 

Now. the wage demand may be based on other factors, and it may 
be based on inequalities, and there is no question of the cost of living 
coming into it. But the cost-of-living index is used so many, many 
times, especially when the cost of living increases or decreases. 

Mr. Steen. If you did not have some yardstick of this sort, it would 
be more difficult to compose that field that is more or less in general 
agreement ¢ d 

Mr. Crine. There is no question about it. There is no question in 
my mind as to the necessity for us having this type of index. 

Mr. Sreep. Do your field men make use of these indexes? As | 
understand, they survey in about 34 cities, and they have an index for 
that particular city, as well as the national index. Do they make addi- 
tional use of those indexes when they apply in a given area? 

Mr. Crna. Yes, they do. 

Mr. Sreep. Would you say that if supplemental or regional or 
additional indexes of that sort were carried along with the national 
index, there would be additional information that you could make 
use of # 

Mr. Cuine. Any information of that type in a given situation is 
valuable. I am not prepared to say what use we would make of it, if 
we went into more communities. It would depend entirely on whether 
we had a case in that community, and whether that was a factor. 

I find that most people in the negotiations, one side or the other 
takes the national index, and says, “Well, that doesn’t apply to the 
local situation, because the local situation is different”; and then if you 
have the local figures or something that is approximating the terri- 
tory which they are talking about, there is no question of the value 
of it. 

Any information of that kind that is accurate, and a Government 
official statement, is helpful in these situations. 

Mr. Wier. I was a bit curious about a policy that is quite contro- 
versial now, Mr. Ching. You have had the position of trying to iron 
out these major disputes around the country, and trying to find 
the answer to a settlement. Let us step out of the organized field for a 
moment, where the workers are fairly well organized and bargain 
collectively. This increased cost of living has applied itself to every 
individual in this country. ' 
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For instance, let us go into the insurance group, the insurance 
salesman, the white-collar workers, and the department-store clerks. 
It was said and it was felt that all of the workers in this country, 
when the Defense Production Act was passed, ought to be entitled 
to a certain percentage of increase to take care of the cost of living 
as it has advanced over the last year and a half. And your Board 
at the present time is using the figure of 10 percent as the ceiling, 
let us say, that is, since January 26. 

How would you apply, and do you apply, this index to an adjust- 
ment of wages if all of the workers in the country are entitled, and 
it is said that they are entitled, to an adjustment to make up this 
differential? How would you apply the differential of 10 percent 
as against an index in order to arrive at an increase for them? Do 
you use the index as the basis of your 10 percent ‘ 

Mr. Cun. First, just for the record, I would like to explain that 
I am no longer Chairman of the Board, I was on leave of absence 
from the Federal Mediation Service to help organize the Board, and 
I have now returned to the Federal Mediation Service. 

As to the 10-percent formula, at the time I was Chairman of the 
Board and when that was adopted, it was determined by the public 
members of the Board that the 10-percent formula would cover this. 
There was a fractional difference as of the date; the nearest figures 
we could get from the Consumers’ Price Index was about 914 percent. 
The 10-percent figure provided also for a review, which review will 
probably take place, if they do not change the policy, as of the April 
15 figures, 

So that the 10 percent was tied to the Consumers’ Price Index very 
definitely, because we said what the Consumers’ Price Index showed 
would be used; if it showed any changes the policy would be reviewed 
in the light of what the Consumers’ Price Index showed. 

So that there is no question as to the use that a board, or any wage- 
stabilization board, will have of the index. 

Now, on this other matter, of course, the law does not provide that 
everybody is entitled to a wage increase. However, there is a tradi- 
tional pattern that is set in those things where, if a movement takes 
place, a wage increase takes place in, say, steel, it is traditionally 
followed by a lot of other industries. That carries with it the 
wage adjustments in communities, both the organized and the unor- 
ganized workers. 

So that you are not setting wages by a formula. You are setting 
them, in the case of unions, by negotiation; and usually in the other 
situations by using the Consumers’ Price Index plus what has taken 
place in the past in the way of a pattern that has been established. 

Mr. Wier. Did the index play any part in establishing the 10 per- 
cent? You must have gotten the 10 percent from someplace. 

Mr. Crine. Yes, indeed. We were closely in touch every day with 
the Bureau of Labor Statistics, and trying to have them give us an 
estimate and a forecast prior to the time, something in the way of an 
approximate estimation of what was happening and what the trend 
was. We studied the Consumers’ Price Index every day, in contact 
with them. In wage stabilization, of course, the Consumers’ Price 
Index has to play a very important part. 

That is especially true now, when the Economic Stabilization Ad- 
ministration has validated the escalator cost-of-living clauses in labor 
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contracts up to June 20, the cost-of-living index is the only thing they 
have to tie to. 

Mr. Wrer. If I remember correctly, your Board, in the packing- 
house workers’ situation—where I think management offered them 
11 cents, and because of an increase that they had gotten last fall they 
were denied the difference between that merease snd what they had 
been offered this year—some members of your Board, at least, sug- 
gested that at least you are entitled to the cost-of-living index. 

Mr. Cuine. They were entitled to the 10 percent, which at that 
time, at the time the 10 percent came out, covered the cost of living 
increase from January 1,1950. It was a little more than covering the 
increase, 

Then with the provision that was made in General Order No. 6 for 
another review of the cost of living as of the April 15 figures—vou 
speak of the packinghouse case. That was the agreement reached 
there, and it was beyond the 10 percent. Now, it was considerably 
heyond, and therefore it was not approvable uader that formula—it 
is one of the cases that will have to be determined, and it is now before 
the Board on a joint submission—until after we determine what has 
been done in that case and what other factors will have to’be taken 
into consideration. 

Mr. Wier. During your experiences in attempting to settle some of 
these major disputes in which both sides become deadlocked and the 
question of the cost of living, the index itself, becomes a matter of 
negotiation—and you have sat in many meetings—has the charge 
ever been made by one side or the other that the Index is not a good 
barometer of your needs or your demands? 

Mr. Cuine. I was a member of the War Labor Board in the 1941-48 
period, and that question did come up. I haven’t any opinion at all to 
offer, because I do not know, and I am not a statistician, and I do 
not know except on the basis that I have confidence in the people who 
prepare the Index, and 1 have confidence in their ability and com- 
petency to determine which is the best statistical record. But the 
question did come up then, and a committee was appointed, as I 
remember, from the Board, a tripartite committee, to study this whole 
matter of the cost-of-living index. That was a study that was carried 
on for a considerable length of time. 

As to what they discovered, I do not know. I think that they did 
make some recommendation, but I do not think that the committee 
which studied it were convinced that they had any evidence to indi- 
cate that the method was not pretty accurate. 

Of course, always, you can pick out some one item or two items in 
an index and say, “Well, this isn’t given proper weight,” and so forth, 
and in many instances that is a matter of opinion. But in my opinion, 
the experience of the Bureau of Labor Statistics, the experience that 
they have had in this thing leads me to believe that they are the 
most competent people we have in this country to judge what is a 
good index and to tell us what the changes are in the cost of living. 

Mr. Wier. In the Reuther contract, Mr. Ching, who proposed, in 
their deadlock, the idea of the escalator clause to govern future years? 
Was it management or the union, or your department? 

Mr. Cringe. No, we were not in on that; our department was not in 
on that case formally at all. 
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My impression is it was proposed by the General Motors Corp. as a 
way out of their difficulty. I don’t know that, but I was always under 
the impression it was a proposal made by the General Motors Corp. 

Mr. Wier. Then, following the negotiations and the settlement on 
the basis of the cost-of-living-index escalator clause in the contract, 
both management and the union ran into difficulty with your Board, 
because the escalator clauses with their future raises ran in conflict 
with your policy; is that correct ? 

Mr. Cuine. Yes. Then that was changed, and those were validated, 
the escalator clauses were validated. 

Mr. Wier. But not in the case of the packinghouse workers? 

Mr. Curing. That was not a question of escalator clauses. That 
was a direct increase In wages. 

Mr. Wier. But the assumption would be the same, because, after all, 
the General Motors workers, over a 3-year period, would have gotten 
more by the escalator increases than the packinghouse workers would 
have under the offer that they got. 

Mr. Critne. I assume it could be argued that any wage increase is 
based on increases in the cost of living, but we do have wage increases 
when the cost of living is going down. In the case of the packing- 
house workers—you have all of these varying kinds of contract. You 
have the motor-industry contracts, and you have the escalator con- 
tracts, in which it is spelled out that the “hanges in wages will take 
place in accordance with the increase or decrease in the cost of living. 
Then, there are others which provide for a given number of cents in- 
increase in 1950 at a certain period, and in 1951 in a certain month 
there will be another increase, and possibly some of them go beyond 
that to 1952 and 1953. 

Now, other people have reopening clauses in contracts. IT suppose 
it could be argued that in all cases the cost of living was a factor, but 
if the cost of living doesn’t increase and then you have a wage demand, 
you have to find some other grounds for justifying it. 

Mr. Wier. Then we go to our skill, when we run out of cost-of-living 
reasons. 

That is all I have. 

Mr. Morton. I have a few brief questions, Mr. Chairman. 

I think we got a little afield in the last discussion, and this is, after 
all, concerned with the Consumers’ Price Index. As I get it, there are 
three things that we are trying to establish in these hearings: 

One is that the index is accurate or is not. 

Second, is it put to any use ? 

And third, does it have the confidence of those who use it ? 

You have already said that you do not qualify as a statistician, but 
you have confidence in those who prepare the index. You brought out 
that if is put to considerable use by not only your field men, but also 
in the bargaining that you indirectly know about, whether you are 
injected into the picture or not. } 

As to the third point, do you feel that on the whole it has the con- 
fidence of the public and of management and of labor when they use 
it in bargaining? . 

Mr. Curva. I do. 

Mr. Morton. And if one side or the other should argue against the 
Consumers’ Price Index in a particular situation, it might be because 
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in their area of disagreement the index is closer to that which I want 
as opposed to that which you want, and therefore I believe in the in- 
dex; and if, on the other hand, the next negotiation comes along and 
the index is closer to yours than to mine, then I am not so sure that 
they haven’t done something wrong up there. 

Is that not human nature? That being what it is, and collective 
bargaining being what it is, I think that that is a natural. 

I think an employee would defend the cost-of-living index if it suited 
his position, and he would tend to criticize it a bit if it did not, and 
vice versa, perhaps, because that is all in the element of collective bar- 
gaining. 

Mr. Cuine. Yes. You have there exactly the same thing as you 
encounter in arbitration, and your arbitrator’in a particular case is 
good or bad, according to whether he makes the decision in your favor 
or not. 

If the cost of living favors the position you have taken, why, it 
is good; and if it doesn’t, for the time being, at least, it is bad. 

But I think, generally speaking, the Consumers’ Price Index has 
the confidence of the American people, the public, labor, and industry, 
although at times they are severely criticized. 

Again, I do not know that that confidence is in the thing itself as 
much as it is the confidence that people have in the people who are 
preparing it. 

Now, Lam perfectly willing, if the Bureau of Labor Statistics comes 
out tomorrow and says, “We are going to change the index, and we 
are going to change the weights, and so forth,” I am perfectly willing 
to go along, in confidence in them, that it is their best judgment; 
that they do not do those things just for the sake of change, but any 
changes that do take place are made for the purpose of producing a 
better index. And J think that that is pretty generally the feeling of 
the people. 

The doors are always open for both labor and industry, or anyone 
else, to discuss the matter with the Department of Labor. At least, 
T have always found it so. For that reason, I think that the general 
public has confidence in the figures that are put out by the Bureau 
of Labor Statistics, 

Mr. Morron. That is all. Thank you. 

Mr. Vai. T have no questions. 

Mr. Forsyrir. Mr. Ching, would you be willing to say that, as a 
general rule, in any labor dispute or in almost any labor dispute 
which has the question of wages as one of the questions in dispute, 
the Consumers’ Price Index, sooner or later, enters into the nego- 
tiations? ; 

Mr. Cute. IT would say that in the majority of cases, I think the 
Consumers’ Price Index finds its way into these wage negotiations. 
Sometimes it is a very important factor, and sometimes not quite so 
important. 

Mr. Forsytnr. That is all, Mr. Chairman. 

Mr. Sreev. Mr. Ching, we have had some testimony as to the time 
lag from the time the material for the index is gathered to the time 
that it becomes available. Do you have any comment as to the value 
of a more prompt way of making the information available? 

Mr. Crine. Well, my opinion would be, if it is possible by any 
short cuts, or possibly even with some additional cost. to get the figures 
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out earlier, the nearer your figures come out to the period they are 
supposed to cover, the better the index is and the more useful it is. 
If there is too much of a time lag, the index is not as valuable as it 
would be if it was nearer up to date. So anything that you can do 
to narrow that gap, of course, is valuable. 

Mr. Forsyrue. Mr. Chairman, I have one more question. 

Mr. Ching, you mentioned a few moments ago that frequently your 
negotiators will use a local city index where the dispute happens to be 
localized in one of the 34 cities that they have a local index for. Do 
you ever get requests or have any of your field people ever suggested 
that cities other than those covered should be covered, for purposes of 
giving you information on local conditions? 

Mr. Cuine. No, I cannot recall any such case. Of course, the use 
of the local figures will depend on whether one side or the other thinks 
that the local situation would be more favorable to his cause than 
the national figure, and I think the Bureau of Labor Statistics them- 
selves have been in consultation with so many people that they know 
pretty well what cities will cover the most use of the local figures. 

If local figures are available, then that becomes a factor. and we 
would use the local figures. In trying to settle these disputes, we 
endeavor to keep as many factors out as possible, rather than injecting 
hew ones, 

Mr. Sreep. I think it would be fair to say, then, that in view of the 
widespread use and acceptance of the index, if anything was done that 
would serve to destroy confidence in it, in its authenticity or in the 
good intent of the people who make it, or that otherwise made it more 
untimely as to the promptness with which it became available, it would 
have rather far-reaching effects in all of these situations where the 
index is now accepted as a very important factor. 

Mr. Curne. I am in thorough agreement with that statement. 

Mr. Srrep. It seems to me that one of the chief assets to it is con- 
fidence. If there is no confidence in it, the figure itself has little 
meaning. 

Mr. Curne. I think we have today more confidence in those figures 
than we have had at any time in the past, because I think the greater 
use that is made of them will produce that. 

Is is true that people will criticize and say it should be this way or 
that way, but that pretty largely depends on whether the index is 
working on their side or working against them. 

Mr. Srerp. Do you find that those who are in a position to be objec- 
tive do have confidence in it ? 

Mr. Cuine. Yes, indeed. 

Mr. Streep. Would you have any other general statement that you 
would like to add, Mr. Ching? y 

Mr. Cutne. There is nothing more that I can think of. 

Mr. Sreep. On behalf of the subcommittee I want to express our 
appreciation for your coming, and we know you are very busy and all, 
and we do appreciate your favoring us with your appearance here. 
Your testimony has been very helpful. 

Mr. Cuine. Thank you, Mr. Chairman. 

Mr. Steep. The next witness is Mr. Reavis Cox, professor of market- 
ing of the University of Pennsylvania, Philadelphia, Pa. 

Mr. Cox, will you identify yourself for the record, and then proceed 
with your statement in your own way ? 
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STATEMENT OF REAVIS COX, PROFESSOR OF MARKETING, UNI- 
VERSITY OF PENNSYLVANIA, PHILADELPHIA, PA., MEMBER OF 
AMERICAN STATISTICAL ASSOCIATION TECHNICAL ADVISORY 
COMMITTEE TO THE BUREAU OF LABOR STATISTICS 


Mr. Cox. My name is Reavis Cox. I am professor of marketing at 
the University of Pennsylvania, and I am a member of the three-man 
advisory committee that was appointed by the president of the Ameri- 

‘an Statistical Association to advise the Bureau of Labor Statistics on 
revision of its index number. 

I do not have here a formal written statement, but I think it might 
be helpful if I took 3 or 4 minutes to explain my own qualifications in 
speaking about the index number, and also to indicate some of the 
kinds of problems that have been thrown before us as a committee, if 
that would be helpful to you. 

As to my own knowledge of this number, it goes back nearly 20 
years. My first contact with it was at about 1933, if my recollection is 
correct, When there was a work project put up which had as its objec- 
tive to improve the specifications for the particular kinds of goods on 
which prices were obtained, and I participated in that study. 

Then, in 1943, I served as a member of the committee that since has 
been called the Mills committee, which was another committee ap- 
pointed by the statistical association to deal with the question of 
whether, under the stress of war, the index number was reflecting 
correctly what was happening to prices. 

Then in 1944, I had occasion to use a good many of the data that the 
Bureau of Labor Statistics had collected on expenditures by families 
in cities in 1941, and that was a research project of my own, but I went 
back into all of their data at that time, and their methods, in quite 
considerable detail. 

Then in 1949, this present committee was set up to advise the Bureau 
on its long-range revision of the index number, which started shortly 
before that time. 

In the course of those contacts, I have had occasion to talk, I think, to 
almost every member of the staff, at one time or another, and to investi- 
gate pretty thoroughly their methods of operation, going all of the 
way, at one time, to going out to their field agents to see how they 
collected prices, going along with them. 

As to the kind of work our committee has done for it, we have looked 
upon ourselves as a strictly technical committee. Mr. Morton said a 
while ago that you have three problems, I think, basically before you. 
These are: Is the index accurate and does it measure properly what it 
is supposed to measure; is it used; and do people have confidence in it ? 

It is the first of those questions nt ih that I think I can talk 
to most effectively, and indirectly, insofar as we feel the figure is 
accurate, that presumably would be reflected in the degree of confi- 
dence that people have in it. 

The kinds of questions that are put before us as a technical committee 
may range from a very narrow question on the mathematics of index 
numbers—there are a variety of mathematical formulas that can be 
set up, and we may get into quite a discussion as to whether you should 
put one kind of a number in or another kind of a number, whether you 
should multiply here or multiply there, and all of that kind of strictly 

technical material. 
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At the other extreme, we are asked to give the Bureau advice on 
questions of what are the technical consequences of making certain 
kinds of decisions. For example, let us take the difference between a 
cost-of-living index and a price index. Now, this index is continu- 
ally referred to as a cost-of-livi ing index, although the Bureau changed 
its name some years ago to Consumers’ Price Index. That was done 
largely in response to “the advice by the Mills committee, which felt 
that the index number, as it was set up, was not strictly a cost-of-living 
index; by which we meant this: Most of us, I think, would look on the 
cost of living as being the amount of money that we have to spend to 
support our families in a given year. Now, you can measure that, if 
you want to, by getting an adequate sample of families and saying, 
“How much has your cost of living in that sense gone up from one year 
to another?” 

That can be affected, of course, by a lot of different things. Tf you 
have improved your position in the world, you make more money, and 
you are going to spend more money ordinarily, and therefore, in one 
sense your cost of living has gone up. If you have lived on a farm 
and you move to the city, you buy different kinds of thnigs. It may 
very well result in your spending more money, so your cost of living 
has gone up. 

Or you can buy the same goods, essentially, but the prices go up. 

Now, we have felt—the Mills committee—that the real purpose of 
the index at that time was to measure that last factor: How much of 
the change in the amount of money that people are spending to live 

can be attributed simply to price rises? 

I think it is fair to say that that index number has tried to measure 
that at all times. 

We have had put before us as a committee questions at various times, 
“Would it be desirable for us to put in a cost-of-living index, or to 
substitute a cost-of-living index for a price index; and if so, how do 
we go about doing it?” 

It is not our function to decide whether that should be done or 
not. That is the Bureau of Labor Statistics’ policy decision. But as 
technical men, we feel that we can contribute something, and I think 
that they feel the same way, toward answering the question, “What 
changes would you make in the index number if you wanted to measure 
something different from what it does measure?” Or we may come 
up against another type of question, “Where shall we get the prices 
that we are going to quote?” 

After all, you get these index numbers by sending a lot of people 
out into the country, and they go to the grocery stores and they go to 
clothing stores, and so on, and they get prices. Now, where should 
you go for those? “Assuming that you have ninety- odd cities that 
vou want to get prices on, should we go to the downtown stores, or 
should we go to the suburban stores, or should we go to the stores in 
the smaller surrounding towns, or where should we vo?” 

Our technical job there would be to make some kind of a judgment 
as to how much difference it would make; and to suggest that if they 
wanted to find out how much difference it would make, that they do 
certain things of testing, themselves. 

We may have still another kind of problem put up tous. The popu- 
lation of the country has grown, but it has grown unequally in dif- 
ferent parts of the country. The far West and the Southwest, as you 
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all know, has grown very rapidly in population, as contrasted with 
some other parts of the country. “Does that mean, then, that we 
ought to change the weight that we put on prices taken from the war 
West and the Southw est, or should we change it as among different 
cities, and so on?” 

That is strictly a technical problem in sampling and weighting, to 
use the technical terms. 

They will ask our advice on questions of that kind, and we will ask 
for certain kinds of information that will enable us to give them a 
technical judgment as to how much difference it would make if you 
do change your places you get your prices, and the weights you give 
to different parts of the countr y. 

You may deal with a question of “How do you solve the problem 
raised by the fact that the kind of goods that are available for people 
change?” That is, over a period of 2 or 3 years it doesn’t make very 
much difference, because you have pretty much the same goods; but 
over a period of 50 years—if you are trying to compare even 20 ye: urs 
if you are trying to compare World War I with World War IT, let us 

say, the change in the kinds of goods that people can buy is very great. 

‘So if you try to compare what was the price level in 1900 or 1915, 
with 1950 or 1951, there is a very difficult technical problem, and they 
would ask us for our device on the best ways of dealing with that as 
a technical problem. 

I think that that perhaps gives us some illustrations of the kind 
of thing we have in mind. ' 

In those questions, I want to emphasize again, as a committee we 
look upon ourselves strictly as a technical committee and an advisory 

-committee. We do not in any way try to usurp or permit to be given 
to us the problem of deciding what the policy should be. If they have 
a technical problem, we are prepared to pass on it; and I think that 
I should say also, in justice of the Bureau, that there has never been 
any slightest attempt to ask us to make the policy decisions for the 
Bureau. 

Then if I may take one or two more sentences to deal with the last 
question, as to the confidence that people have in this index, I can 
speak primarily for the professional people who use these indexes as 
professional statistics, and economists, and so on. 

The confidence that people have in figures is based primarily on a 
belief in the technical competence or the absence of a belief in the 
technical competence of the people doing the job, or a belief or absence 
of belief in their integrity. 

I think on both of those counts, I would be unfair to the Bureau if 
T didn’t say most emphatically that my own contacts with them, and 
the contacts of anyone else whom I know who has had technical con- 

tacts with them, have led us to the conclusion that they are both extra- 
ordinarily-competent technically, and extremely courageous in deal- 
ing with problems that involve their own integrity. They do not give 
ground where it involves intellectual honesty. 

Mr. Steep. You would say, then, that your function largely is this: 
that you say “now, if you adopt such-and-such a policy, the effect will 
be this: or if you fail to adopt such-and-such a policy, the effect will 

be this.” + That is largely what you do? 

Mr. Cox. That is a large part of it. Or if they want to do some- 

thing, and suppose you w: ranted to put in a cost of living index, as I 
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have differentiated it from a price index, we could give them advice on 
how to do that technically. 

Mr. Sreep. I gather, then, that you also believe or are in accord with 
some other witnesses that we have had, that the index does need a 
more frequent, shall we say, overhauling than past history shows it 
has had ? 

Mr. Cox. That gets you into a very diflicult technical problem, Mr, 
Chairman. Maybe I can explain it this way, that if you look at a 
market ~ asket of goods and you ask yourself, “Have my grocery prices 
gone up?” and you put a lot of goods in a basket and you say “that 
basket of groceries last year cost me so much, and this year it costs 
me so much,” if you are interested strictly in finding out the price 
difference, that is all you have to do, and it does not make ver v much 
difference whether you revise your figures frequently or not. Sooner 
or later you are going to have to, because the goods people buy change 
so much you are getting out of touch. That could be done at fairly 
infrequent intervals. 

On the other hand, if you are trying to measure what is happening 
to the goods that people are actually “buying from day to day, when 
you get into a period such as we had during the war or such as we have 
now, where there are likely to be very quick changes in what people 
buy, then you have very frequent changes. 

Mr. Sreep. There has been some testimony as to the—I do not like 
to use the word “complaint,” but at any rate, the time lag between the 
time the information is gathered and the time it is made available. 

Has your committee given any thought as to whether this time lag 
could be shortened, or if it would be safe or advisable to try to shorten 
it? 

Mr. Cox. It seemed to us that the matter of shortening or lengthen- 
ing is a matter of expense. If you put enough people and enough 
machines on the job so that you can get the prices quickly and get 
them back quickly, and get them computed quickly, and spend enough 
money, in other words, you can get your price index out very quickly. 
When you are dealing with such things as these escalator clauses, 
for example, you obviously have need for a very frequent recheck on 
your prices and a short time lag. 

I do not think that we are in a position to advise what ought to be 
done, because that comes to a policy decision, and essentially it is a 
question of how you are going to spend money. 

Mr. Streep. Would you have any way of estimating what the prob- 
able additional cost would be in relation to the time to be gained ¢ 

Mr. Cox. I am sorry, I do not have that. I — say that for 
that kind of question, the technical people in the Bureau would know 
what their wage rates are, and something about their schedules, in a 
way that I do not. 

Mr. Sreep. Have you any questions? 

Mr. Wrer. You interested me a moment ago in these two baskets 
of Mr. and Mrs. Smith with three children. Their living conditions 
are about the same in a general way, but he looks at the basket that 
he bought in, let us say, 1947, and what it cost, and then he looks at 
the basket that he bought yesterday and what it cost, and there is 
quite a differential. There may be a difference of 6 or 7 items not 
being in it, if at the same cost. 
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How much of that basket that that family has got—we will say 
he is a tradesman—is due to the change of his living habits, and 
how much of it is due entirely to the increased cost of each item 

Now, this question of the change in people's living habits has added 
to the price index, 

Let us take a $10 basket, some bacon and some flour and some greens 
und some Send and some butter; and the basket today that cost 
S10, a few years ago cost $4.50. Technically, what percentage would 
vou say that the average American family’s habits, changed habits, 
would contribute to that increased cost / 

Mr. Cox. Well, that is an extremely difficult question to answer, 
because you have had two different kinds of things going on there. 
One is illustrated in the fact that we had no television 10 years ago. 
You have got a tremendous number of people buying television now. 
The other is the fact that people, let us say, that used to live on a farm, 
move into the city, or people that used to live in the East move to the 
West, or people who lived in the North moved to the South, or what- 
ever the movement might be. 

In the Mills committee—we have not had that particular question 
before us, as I recall it, in this particular committee—in the Mills 
committee we came to the conclusion that we just did not have any 
data on which to estimate that part of the change. You do have data 
that tell you what the average change of the country as a whole has 
been in the goods that it consumes; and again, I would suggest, for 
more spec ‘ifie percentages you refer back to the Bureau people them- 
selves, who have these figures at their fingertips, and I am not able 
to give you a 10-percent or 15-percent or 20-percent figure over the last 
period you are talking about. 

We have had certainly a very substantial price rise. The greater 
part of that, I am quite sure, is a rise in price levels as such. That is, 
it is a can of beans going up 50 or 60 percent; a can of peaches of simi- 
Jar quality has gone up the same amount. The overwhelming per- 
centage would be that kind of a change, rather than a change in living 
standards. 

Now, if you go back 20 years or 30 years, that would be an entirely 
different question, because in that period you have had a tremendous 
rise in the standard of living. But over the short period, I should say 
it isa relatively small part of the total percent. 

Mr. Wier. Would you define—and I have heard it defined here 
rather extensively, and I think you are qualified to do that very readily 
and very briefly—this question of difference that exists when people 
speak generally in terms of a cost of living index, and the so-called 
price index? Would you just briefly explain that differential there ? 

Mr. Cox. Yes. Let us take a cost of living index there first. The 
cost. of living of all of the people in the country is just a matter of 
totaling up dollars they have spent in the course of the year. If you 
could measure it in that way, suppose you could take a census, and 
you take each individual and you find out how much money he has 
spent for his own living and his family’s living, and you total all of 
that up, and that is basically the cost of living of the country. 

Now, you divide that out so as to get an average, and it gives you 
an average cost of living for the individuals concerned. 

In the case of this index—— 
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Mr. Wier. In that first instance, would it not be well to say that 
that is an increased standard of living? 

Mr. Cox. It is partly that. You see, the difference with your cost of 
living index is that it includes three different things. Let us take it 
for a particular family, to illustrate that. 

Let us say this is a family that has been on the farm, and it has 
moved to the city, and it has gotten more money, and it is living in an 
economy where prices are going up. Now, its cost of living, in the 
sense I have talked about, the amount of money that it spends to live 
for a year, may go up 300 percent. You could very well say 100 per- 
cent of that represents a price rise. The other 200 percent represents 
the fact that they have moved from a farm way of living to a city way 
of living where they have to spend more money and get less of their 
food off the farm itself, and the fact that they are better off. 

Does that make the difference clear? 

Mr. Wier. Now, then, define the other. 

Mr. Cox. The cost of living index is intended to measure what is 
happening to the total amount of money that that family is spending 
in order to live. The price index, as I see it, is trying to separate out 
the part of that increase or decrease that can be attributed to the fact 
that price levels are rising or falling. 

Mr. Wier. It confines itself entirely to weight and price? 

Mr. Cox. That is the way the terms are used, as I understand it, 
when they are used in strictly technically correct senses. 

Mr. Howe t. I gather that you have not any belief that you have 
any serious disagreement with their technical procedures. You think 
that they are sound ? 

Mr. Cox. That is right, and I have seen no reason to disagree on 
anything serious. Of course, you understand that technicians, when 
they get together, will always debate a point back and forth, but 
certainly everything that they have done 1s something that would be 
acceptable to technicians. 

Mr. Howe... There is nothing that comes to your mind that you 
think is any serious deviation from sound technical procedures ? 

Mr. Cox. That is right. Or let me correct that. Where they find 
something, they, themselves, are correcting it really before we ever 
think of it, and they are ahead of us on all of those things. 

Mr. Wier. You said a moment ago that in addition to your techni- 
cal work at the staff headquarters, you had gone out into the field with 
their field people. 

Mr. Cox. We did that on the Mills committee, yes, sir. 

Mr. Wier. Do you think that their sampling is a good cross section 
sampling of prices? 

Mr. Cox. Allowing for the fact of the amount of money they have to 
spend, ves. And I think that they have improved it very greatly this 
time as compared with the time when we sat on the other committee, 
and that committee as compared with the earlier contacts I had with 
them. There is no doubt it has been very greatly improved right 
through the years. ' F 

Mr. Morton. I have no questions except this observation: I hope 
that that clear definition bet ween the cost of living and the Consumers’ 
Price Index has gotten this committee straightened out for a while. 

Mr. Wier. He did a very good job of it, to me. 
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Mr. Morton. Then I think the mission is accomplished. 

Mr. Vain. I have no questions. 

Mr. Forstrue. I would like to ask Professor Cox this question : 

You stated that you did not have any serious technical differences 
over their procedures. If you found that there were serious technical 
differences, and you could not get the Bureau to see your way on it, 
what would you do? 

Mr. Cox. I think the end product of our committee is going to be 
some kind of a report to the statistical association, and at that time we 
will have to express a judgment on questions of that sort. 

Mr. Forsyrur. Have you ever had occasion to do that ¢ 

Mr. Cox. We made a report for the Mills committee, and the only 
report we made for this particular committee has been just a brief 
report telling them the kind of work we are doing, and we have not had 
occasion to do it as yet. 

Mr. Forsytue. I do not want to go into history in any great detail, 
but I think that it might be helpful if you would briefly outline the 
criticism made in the Meaney- Thomas report, and the 1 esult which was 
found by the Mills committee, principally pointing your answer to the 
differences in the actual level that the Meaney-Thomas report. sug- 
gested, and the level which the Mills committee decided should be the 
one for index. : 

Mr. Cox. Well, I will have to talk strictly from memory, which goes 
back now about 8 or 9 years, so my memory may not be accurate in all 
details. 

The basic problem that was put before us was inspired by the belief 
of particularly the labor group, and of some others, that the index 
at that time did not allow for changes in the way people had to live 
because of the war. There was the disappearanc e of goods and the 
movement of people across the country, and moving from one area to 
the other and from defense work to nondefense work, and the disap- 
pearance of goods out of the market and the appearance of the black 
market, and all of that kind of thing. 

That was where we got into the problem of defining the difference 
between a price index and a cost-of-living index. 

We came to the conclusion at that time that the index, as a price 
index, to some extent understand the amount of the price increase 
during the war. 

It was chiefly because of the technical difficulties of getting prices 
on the kind of commodities that they had been pricing before. 1 do 
not remember the precise percentage. As I recall it, it was somewhere 
in the neighborhood of 5 or 6 percent understatement. 

We also came to the conclusion that that particular index could not 
be expected to measure the changes in the cost of living occasioned 
by the changes in the way people live, and I think we would have said, 
and I don’t remember whether it was formally in the report, that it 
probably would have taken more time to find out what those changes 
were than we had. We were in an emergency and we could not wait 
for a 3- or 5-year study of people’s spending habits. 

So we felt at that time that there was not much you could really do 
in the way of effective measurement of changes in the cost of living in 
that sense. 

We felt that the Bureau did not, and probably could not, do a very 
good job of measuring what was happening in the black markets. 
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That is a detective’s job rather than a job for a reporting agency whose 
functions are necessarily confined very largely to the open market. 

Does that deal with the things you had in mind? 

Mr. Forsyrne. Yes; that is part of the answer, certainly. 

Did the Mills committee come out with a recommendation as to the 
number of points that the Bureau was off, do you recall ? 

Mr. Cox. That is the figure that I had in mind. Tt was somewhere 
between 5 and 10 percent, as I recall it, and I would have to look it up. 

Mr. Forsyrne. Do you recall what the Meany-Thomas report asked 
for? 

Mr. Cox. My impression was that we were substantially lower than 
they were. 

Mr. Forsyrue. I believe that that is true. 

Do you have any suggestions as to what the Bureau might do if they 
vet into the same kind of situation in the future? Whereas I believe 
the cost-of-living index or the Consumers’ Price Index is now even 
more important in the national economy, because of the escalator 
clauses and things of that sort, do you have any suggestions as to the 
things that they might do to make it more accurate, in case of a situa- 
tion such as there was during the war / 

Mr. Cox. Well, that. I think leads back to a suggestion that some 
of us on the committee have talked over informally, and we have made 
no formal recommendation on it, but it seems to me that if you are 
eoing to use the index number in this way, you really need two index 
numbers. One is strictly a price index, and the other is a cost-of- 
living index. Now, if you want to doa cost-of-living index, it is going 
to be an expensive job. If you are going to go year after vear at inter- 
vals of 12 months, or even 2 years or 3 years, changing all of your 
weights, or if you are going to try to go along month after month, 
every time you spot some kind of a change in what people consume, 
you are going to have to keep a pretty substantial staff out, keeping 
up with what people are doing in the way of changing their consump- 
t10n. 

Mr. Forsyrue. Are you saying that a price index which is consist- 
ently changed in its weights 1s a cost-of-living index? 

Mr. Cox. If it is changed continually, I would say “Yes. 

Mr. Forsyrue. That is what Professor Mudgett said, I think, also. 

Then you draw the distinction, then, when a “market basket get old, 
you say it is no longer a cost-of-living index but it just measures 
changes in prices in the items which happen to be in the market basket ? 

Mr. Cox. That is right, and from time to time you have to change 
your market basket, just because you get so far away from the real 
world. 

Mr. Forsyrne. And at that particular time, you also have a cost- 
of-living index, right at the time you change the market basket ? 

Mr. Cox. For the two terminal years, I would say “Yes.” 

Mr. Wier. You have got me mixed up again now. 

Mr. Cox. Let me show you. I think IT can make it clear. Suppose 
you take 1920, and you say that here is the full list of the merchandise 
that a family bought, and here is what they paid for it, and that totals 
up to $3,000 e xpe nditure. Now, you go along for those 20 years, and 
say “We are going to count the same things: model T Fords m: vy dis- 
appear, but we are going to leave them in the list and make the best 
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guess we can as to what the price is, or we are going to make : an estimate 
as to what a model 'T Ford would cost if it were made today,” and you 
say on that basis, accounting for the things that are still in the basket 
arid the estimates of what the things that are out of the basket would 
cost, it is Bee $4,000, and you have risen from 33,000 to 34,000, and 
that is a 3314 percent increase in the cost of consumer goods. But, 
you see, at the end of 20 years, about half of the things in your basket 
the people are no longer buying, so you find that you are reporting on 
an imaginary world. So you have got to come over and make another 
study, and get a new list of goods. Now then, you see, if you do that, 
then in 1920, let us say, you had one list of goods and the cost was 
35,000, and that is what the family spent. In 1950 you have a new 
list of goods which represents what the family’s cost of living was, 
and you say it has gone up in that case from $3,000 to $5,000. 

Now, $1,000 of that, you might guess, or S900, represents a pr ice 
increase, and the other $1,100 or $1,000 represents an increase in the 
standard of living of that family. 

Does that make it clear? 

Mr. Wier. That is the ger that I first raised; ves. 

Mr. Forsyrne. Are there any Census Bureau figures which would 
enable you to relate changes in living habits to the Consumers’ Price 
Index ¢ 

Mr. Cox. Changes in living habits to the Consumers’ Price Index? 
They have a great many things, of course, on retail sales. 

Mr. Forsyrue. That is what I was thinking of. 

Mr. Cox. And sales by service industries. And they have those 
on the census years by count, and then estimates for the years in 
between, and they also have, of course, a great deal of information on 
the numbers and kinds of people, and the location of people. 

Mr. Forsyrime. And what they have in their houses 

Mr. Cox. A few things as to what they have in their houses, and 
the kind of housing they are in, and your housing census gives you a 
great deal of information about that. 

Mr. Forsyrne. Would it be technically possible to relate those in 
any way ¢ 

Mr. Cox. Well, my impression is that the Bureau of Labor Sta- 
tistics uses those figures all of the time, to keep itself informed as to 
what is going on. 

Mr. Forsyrim. Let me ask you one more question about the Meany- 
Thomas report. Would you say—and I am, frankly, asking questions 
about this because we are getting into the same kind of a situation, 
and there is a rising tide of feeling among certain people, anyway, 
that the present index is too low. Would you say that one of the 
basic differences or one of the basic reasons that the Meany-Thomas 
report suggested such a high cost-of-living index was that it was the 
cost of living rather than a price index? 

Mr. Cox. I think that that is very largely true, in all probability. 
They were concerned, and I think quite properly, with the fact that 
a great many laboring people, having moved from one place to an- 
other, faced an entirely different problem as to what it was going 
to cost them to live, and how much money they had to have in order 
to maintain what they would regard as an adequate standard of liv- 
ing. And I think that they quite properly were bringing that point 
out. 
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Mr. Forsrrue. That is all, Mr. Chairman. 

Mr. Sreep. Mr. Cox, we want to thank you very much for coming, 
and we appreciate your taking your time in helping our subcom- 
mittee. 

Dr. Smith is the next witness of the Chamber of Commerce of the 
United States, and he is a member of the Business Research Advi “ge y 
Committee to the Bureau of Labor Statistics, and chairman of 1 
Subcommittee on the Consumers’ Price Index. 


STATEMENT OF GEORGE CLINE SMITH, OF THE CHAMBER OF COM- 
MERCE OF THE UNITED STATES, MEMBER OF THE BUSINESS 
RESEARCH ADVISORY COMMITTEE OF THE BUREAU OF LABOR 
STATISTICS AND CHAIRMAN OF ITS SUBCOMMITTEE ON THE 
CONSUMERS’ PRICE INDEX, WASHINGTON, D. C. 


Mr. Sreep. Mr. Smith, will you identify yourself for the record, 
and the ‘n proceed in your own way ? 

Mr. Smiru. My name is George Cline Smith. I am executive sec- 
retary of two committees of the Chamber of Commerce of the United 
States: The Committee on Business Statistics and the Committee on 
Government Expenditures. I ama member of the Business Research 
Advisory Comittee of the Bureau of Labor Statisties, and I am chair- 
man of its Subcommittee on the Consumers’ Price Index. I am also 
a member of the Advisory Council on Federal Reports to the Bureau 
of the Budget. 

I have worked closely with the producers and users of the Con- 
sumers’ Price Index for several years, and IT would like to offer a very 
brief comment on the index to this subcommittee. 

No user of the Consumers’ Price Index finds it perfectly suited to 
his needs. It would be impossible, even in theory, to make a single 
price index represent adequately all prices for all types of family or 
all geographic locations or all occupations. Literally hundreds of 
indexes could be made up, each being better for- some purpose than 
the others. Yet, a single imperfect index has much to recommend it 
over hundreds of special indexes. A single index is more easily un- 
derstood by the general public. It is my impression that the great 
majority of users of the index are not statistically sophisticated and 
would be in no position to appreciate the fine distinctions that might 
be made between various specialized indexes showing different fig- 
ures and different trends. There is also the matter of prohibitive 
expense in connection with the compilation of many different indexes. 
Members of this subcommittee do not need to be ‘told that. statistics 
are expe nsive, 

In compiling a single index, decisions must be made by the Bureau 
as to whether it will include all families, what income groups should 
be covered, what cities will be selected, what goods will be priced, and 
what occupations should be included. No matter what is ineluded, 
or What is omitted, some persons or groups will disagree with the 
Bureau’s decisions. Yet these decisions must be made. 

The Price Division does not and cannot follow every recommenda- 
tion made by each group, but I do believe that they give fair hear- 
ings and careful consideration to the suggestions and recommenda- 
tions of all persons interested in the index. 
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Granting that the index cannot be perfect for all uses, it is never- 
theless always subject to improvement. The passage of time alone, 
with the changes it brings in consumer buying habits, constantly 
tends to stretch the index out of shape. Major revisions have been 
made at fairly long intervals to bring the index closer to present-day 
reality. The current revision has perhaps been delayed too long, but 
it represents a step forward. 

There are several improvements which might still be made in the 
index. Several factors have operated in the | past to make the index 
rise more rapidly than it should have risen—to give it what the 
statisticians would call an upward bias. 

The chief factor in this upward bias is the overemphasis on foods 
during the past 10 years. Food prices are more volatile than most 
other prices—in other words, they rise more rapidly in periods of 
inflation and fall more rapidly in periods of deflation. During the 
past 10 years we have had a fairly steady inflation, and food prices 
have risen more rapidly than other prices. Yet, on the average, 
people today spend about the same proportion of their family bud- 
gets on food as they did when the last major study of family expendi- 
tures was made about 1935. This is because incomes have also risen 
during the period enough to offset the rising cost of food. 

Nevertheless, because of the manner in which the index is con- 
structed, these rapidly rising food prices make up a larger share of 
the index than they do of actual family expenditures. Food prices 
now make up more than 40 percent of the unrevised index, while the 
average family, according to the new studies of the Bureau of Labor 
Statistics, is still spending only about 30 percent of its budget on 
food. 

The fact that these food prices, which have risen most rapidly, have 
about one-third more weight in the index than they should have, means 
that the index has risen faster than the average prices which it is 
attempting to measure. 

In making its so-called interim revision beginning in January of 
this year, the Bureau has reduced the importance of food prices in 
accordance with its new expenditure studies. That will take care of 
the future effects of the bias for a time, at least. The Bureau has 
also worked the new index back to January 1950. No attempt has 
been made, however, to remove the substantial amount of upward bias 
which crept into the index before 1950.. A comparison of the old 
and new indexes, where they run side by side through 1950, shows 
that the old index rose by 8.8 percent, while the new index rose only 
by 7.9 percent. I do not know of any estimates of the amount of this 
upward bias for the years before 1950, but a bias of the magnitude 
shown by the 1950 figures, spread out over a period of 10 years, would 
be substantial. 

I recognize that it would be difficult to work the new index all the 
way back to, say, 1940, but such revisions have been made in other 
important statistical series; and, in fact, the Consumers’ Price Index 
itself has been so revised to take care of the so-called new unit rental 
bias. 

A more serious and completely unmeasured upward bias results 
from the fact that the Division does not take account of improvements 
in quality. We have just been talking about declines in quality, and 
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disappearance from the market, but there is an opposite effect, also, 
While it is true that the quality of products declined somewhat during 
World War II, throughout the whole history of the index there has 
been a great increase in the quality of most consumer goods. The low- 

priced automobile, priced by the Division, costs more today than it 
did in 1935, but the buyer undeniably gets a lot more car for his 
money today. The index, however, t: akes account only of the rise in 
price and not of the improvement in the product. 

Another major defect of the index is the inclusion of some taxes, 
such as excise and sales taxes. Since the Price Division prices goods 
as they are sold, and excise taxes are included in the prices, such taxes 
are reflected in the index. Sales taxes are also added to the index by 
the Division. 

We are facing a situation where no one doubts that all of us will 
have to bear an increased tax burden. Yet consider, for a moment, 
what happens when excise taxes are raised. Such increases become 
part of the price level, as measured by the present index. An increase 
In excises , then, means an increase in the index, and those workers 
vi bis happen to be covered by contracts which tie their wages to the. 
index find their wages going up ace ordingly. Quite apparently, such 
workers do not carry their full share of the increased tax burden. 
wo pay the higher taxes, but are reimbursed for them. Yet, this 
tax burden must be borne by someone. Who bears it? Others, in- 
cluding persons with fixed incomes, labor groups in weak bargaining 
positions, and union members who do not happen to have contracts 
tving their wages to the index. 

Suppose all incomes were escalated according to the index? Then 
any increase in excise taxes would mean a general increase in in- 
comes, With profound inflationary consequences. 

It may not be possible, at present, to remove excises from the cov- 
erage of the index, although competent opinion differs on this sub- 
ject. But the pomt is important, because there is pressure being 
brought on the Bureau to include income taxes in the index, on the 
ground that they are a “cost of living” item. If income taxes were 
included, the problems already connected with excise taxes would be 
infinitely multiplied ; this would be widspread distortions in the 
tax burden borne by people even in the same income groups, and the 
tax increases which we all expect, instead being anti-inflationary, 
would become powerful inflationary pressures. 

It is important, therefore, that consideration be given to removing 
excise taxes from the index, wherever possible: but it is far more im- 
portant that the problem not be made worse by the inclusion of in- 
come taxes in the index. 

A statement on this subject, adopted by the board of directors of 
the Chamber of Commerce at its meeting on April 30, 1951, is at- 
tached as appendix A. 

These comments on the index—and I want to emphasize this—are 
not intended in any way as a reflection on the personnel of the Divi- 
sion. Iam convinced that they are doing their jobs in a highly con- 
scientious manner, and that they will continually work toward the 
improvement of the index. 

(The statement referred to follows:) 
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APPENDIX A 


STATEMENT OF THE COMMITTEE ON BUSINESS STATISTICS APPROVED BY THE BOARD 
oF DIRECTORS OF THE CHAMBER OF COMMERCE OF THE UNITED STATES 

The recent boom in the use of labor-management agreements tied to the cost of 
living, and the prospect of wage stabilization based on the same principle raise 
important questions about the Consumers’ Price Index (the so-called cost-of- 
living index) published by the Bureau of Labor Statistics. 

In particular, use of this index for a purpose for which it was not designed 
may lead to important tax inequities. 

In simple terms, the problem is this: The prices used for the index are retail 
prices, including excise and sales taxes. Wartime increases in taxes will be 
partly of this type. Such increases will mean that the prices entering the index 
are raised by the amount of the tax increase. The index will therefore rise, and 
persons whose incomes are mathematically geared to the index will therefore 
tind their wages increased as an offset to the tax increases. 

The Nation as a whole will have to bear a burden of increased taxes. Insofar 
as workers covered under cost-of-living formulas will be able to avoid this in- 
creased burden, it must therefore be shifted to workers and others whose in- 
comes are not tied to the cost of living. 

A movement under way in some quarters advocates adding income taxes to the 
Consumers’ Price Index. Such a step, if successful, would greatly intensify the 
shifting of the tax burden from groups covered by the cost-of-living formula 
to other groups not so covered. Moreover, inequities would be introduced by 
adjusting the Consumers’ Price Index to include average income tax and then 
applying the same index in adjusting the pay of individuals who differ consider- 
ably from the average in number of exemptions and level of pay. 

The Consumers’ Price Index was not designed to serve as a wage-determining 
or wage-stabilizing device. If it is to be used for these purposes, the problem 
should not be intensified by the addition of any new taxes to the coverage of the 
index. 

Mr. Sreep. These matters of improvement that you speak of, Mr. 
Smith, would any additional cost or expense be involved in bringing 
them out ? 

Mr. Samira. In connection with the upward bias, if they worked 
that back to 1940, there would probably be some increased cost con- 
nected with it. I would have no way of saying what that would be, 
and the Bureau would have to answer that. No doubt there would 
be some, and I do not know whether it would be too large. 

In connection with excise taxes, there would be less cost involved 
if sales taxes were left out, because those are put on here at the 
Bureau. There would probably be some more cost involved if you 
tried to separate out excise taxes, and you would have to do some es- 
timating there. 

Mr. Streep. The time lag that has been discuseed, from the time 
the material is sampled and taken and the time that the index becomes 
available, is in some instances considerable. 

Have you given any thought or study to whether that could be 
shortened ? 

Mr. Smirn. Yes, sir. There you run into what an economist would 
call the problem of diminishing returns. It would cost you a great 
deal more money to speed it up. The more you tried to speed it up 
or the more you tried to shorten the lag in there, which I think is about 
6 weeks now, if you try to shorten that to 5 weeks it would cost you 
some money, and if vou shorten it to 4 weeks it would cost you a lot 
more money, and if you shorten it to 3 weeks it would probably cost 
several times asmuch. So there is that problem. 

I have always been bothered by the delay in publication of Govern- 
ment statistics. Some of them are 2 or 3 years behind. Income sta- 
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tistics by the Treasury Department are very much delayed. Business 
population figures of the Department of Commerce run 6 months or 
more behind. So I do not think that this index is one of the really 
bad offenders. It could be speeded up somewhat, there is no doubt 
about that. 

Mr. Sreep. Would you be able to say that some additional cost of 
speeding it up would be gainful? In other words, would the value 
to be gained by the quicker index be enough to offset the cost ? 

Mr. Suirn. I do not believe that the 1 or 2 weeks that you might 
possibly shorten this period would be of too great significance. I really 
do not. Probably it would mean only fractional differences m the 
index. 

Mr. Streep. There is another point that has been brought up; that 
is. that after they are ready to publish the index, because of certain 
restrictions and handicaps and lack of facilities, that there is quite 
a bit of time before the actual mimeographed or published index is 
available. Do you know whether any improvement in the time lag 
in that instance could be gained ¢ 

Mr. Smirn. I have never worked for the Department of Labor. I 
have worked for the Department of Commerce, and I know that you 
run into certain situations in all of those departments where red tape 
and routine tie things up. 

Now, I could not speak for the Department of Labor except to say 
that I have been told by people who work in BLS that the situation 
could be improved, but I do not believe it is within the power of the 
Bureau itself todothat. Ithink that that is a problem, probably, for 
the Department of Labor. I think it goes beyond Mr. Clague’s office. 

Mr. Sreep. Do you say it would be desirable if a more favorable 
way of the actual publishing could be arrived at ¢ 

Mr. Smiru. Yes, sir, I am in favor of any increase in Government 
efficiency. 

Mr. Wier. The only question that he raises which worries me is the 
deletion of the excise tax on what we terra necessities of life. I am 
just wondering if there could not be a lot of confusion and a lot of 
guesswork in attempting to determine the increased costs of tobaccos. 
Then take a woman’s purse. You mentioned a car. That is a big 
item. But there are so many little items, and when I look over this 
tax bill here, there are so many items that go into the family budget 
on which an excise tax is levied. Those are properly called hidden 
taxes, 

Mr. Smirn. I would have said, sir, that the job would be almost 
impossible. You will note that I do not press very strongly for that, 
and I am very much more concerned with seeing that we do not con- 
fuse the issue further by adding income taxes. 

That is true more than getting the excise taxes out, because there 
would be considerable confusion that would be created if you take 
excise taxes out. i 

I would have said, offhand, that it would be almost impossible to take 
excise taxes out, and yet I am assured by some of the people within 
the division, whom I respect most highly, that they could do the job. 

Now, that, frankly, surprised me, but I have great respect for their 
competence, and if they say that they could do it, I think that they 
probably could. | 7 

Mr. Wier. That is all that I have. 
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Mr. Howeirt. Would you say that if we were trying to put out a 
cost of living index rather than a price index, that taxes would be more 
properly included in that ¢ 

Mr. Smiru. It depends on how you define what cost of living is. 
Taxes, I think we will all agree, are a burden that we will have to bear. 
Whether they are a cost of living or not, I do not know. I think that 
that is a matter that would take considerable study. It also hinges, 
somewhat, on what you are going to use the index for. If you are 
voing to use the index for wage stabilization, for ex: ump le, and you 
include taxes in it, you run into ) this sort of a situation: The C ongress 
determines who shall bear what taxes, and how much. Then the use of 
such an index for wage stabilization may change the actual bearing 
of the burden and make it far different than what Congress had orig- 
inally intended. So I think that the use that you would make of that 
cost of living index would determine the answer. 

Mr. Howrnn. If we were trying to set up, say. a minimum budget 
for a inmily to live decently, then I suppose taxes would more proper- 
iy have to be figured into that, 

Mr. Smirn. [think that that would be true. And you would always 
run into arguments: Should people have beer and should they have 
television sets, and so on 4 

Mr. Howetr. To the extent that you could work out a proper budget 
that way, taxes would have to be taken into consideration somehow. 
It might be that a separate compilation of tax increases, and so forth, 
if there is enough demand for it or enough need for it, could be made, 
apart from the index. 

Mr. Surru. That is right. 

Mr. Vam. Have you noticed any impact on the standard of living 
of the social-security deductions ¢ 

Mr. Smirn. No; I have never made any study of that effect on 
income, Lam sorry. 

Mr. Var. People who did not provide those sorts of security them- 
selves, and have that enforced deduction made, would certainly have 
had some effect upon the things they were able to buy. 

Mr. Snirn. Yes, sir: [ think that that is true. You have got a sit- 
uation existing there, though, which is quite interesting. I looked at 
the figures vesterday. In 1935 the average weekly earnings in manu- 
facturing were about $20.13. Now, last December that had gone up 
to $54.92, and you see, you have had an increase in the average » weekly 

earnings there of 175 } percent. 

Now, your Consumers’ Price Index over that period has only gone 
up 82 percent. So that whatever bit was taken out of it by soc ial se- 
curity, which began to have an impact in 1935, on, would be buried 
somewhere in the fact that incomes have risen considerably more 

rapidly than the Consumers’ Price Index. 

Mr. Vai. These social-security costs, along with television and 
radio and automobiles, are considered in the index? 

Mr. Sarrn. Not so far as I know. 

Mr. Vai. I have no further questions. 

Mr. Forsyrur. You have made one criticism here to the effect that 
the Division does not take into account the improvements in quality. 
Now, I think that they admitted that before the committee. 

Mr. Suir. I know that they do; there is no argument there. 

Mr. Forsyrur. I wonder, has your committee discussed that with 
them ? 
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Mr. Smirn. Not in any great detail. I do understand, however, 
that they have plans to do some work with the Bureau of Standards 
to try to make some estimates of these increases in quality. 

Mr. Forsyruer. Well, that is the point I was trying to get at. Do 
you think that there are any standards for increases in quality which 
would be professionally defendable on a scientific basis? In other 
words, wouldn't you get a great big area of judgment on that! 

Mr. Svirxu. The problem would be quite similar to what was done 
during the war, when people thought that the opposite effect was tak- 
ing place, and there again, you had the same problem of judgment, 
and nobody knows. That 5 percent adjustment that was finally used 
was more or less arbitrary. because nobody could come to a final solu- 
tion. 

It probably would have to be something of that same sort. Yet, it 
is obviously better to take some account of this appreciation of quality 
than to ignore it completely. That is my only point there. 

Now, it is a matter which the technical committee of the American 
Statistical Association might well do some work on. It is a matter 
which BLS itself is going to do some work on. 

Mr. Howext. In the period we are coming into now, will we not 
be somewhat apt to have the reverse again ? 

Mr. Smitn. Yes, sir, we will; but I would like to emphasize that 
historically those periods have been very short, and that the long-run 
trend is the opposite one, of the tremendous increase. 

Mr. Sreep. Mr. Smith, we appreciate vour coming, and we want 
to express the thanks of the committee for your helpfulness in bring- 
ing us this part of the story. 

Mr. Swirx. Thank you. 

Mr. Sreep. Is Dr. Cowden here? 


STATEMENT OF DUDLEY COWDEN, PROFESSOR OF ECONOMIC 
STATISTICS, UNIVERSITY OF NORTH CAROLINA, AND MEMBER 
OF THE TECHNICAL ADVISORY COMMITTEE OF THE AMERI- 
CAN STATISTICAL ASSOCIATION TO THE BUREAU OF LABOR 
STATISTICS 


Mr. Srrep. Professor Cowden, for the record, if you will identify 
yourself, and then you may proceed with your statement in your 
ownh way. 

Mr. Cowper. IT am Dudley Cowden, professor of economics statis- 
tics at the University of North Carolina, and member of the Tech- 
nical Advisory Committee of the American Statistical Association 
on Price Indexes of the Bureau of Labor Statistics. 

I have no written statement to make. 

[ might tell vou a little bit about myself, and my interest in index 
numbers is quite long-lived. 

I received my Ph. D at Columbia University in 1931, and my doc- 
toral dissertion was on the construction of index numbers of export 
prices and quantities. 

I am author or Joint author of two fairly well known textbooks on 
statistics, as well as a work book on the same subject. These books 
are used pretty widely in various colleges in the United States. 
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As a member of the committee, the members of the committee con- 
ceive it to be our duty to advise on technical questions regarding the 
construction of the index numbers, but not on political questions. 

One of our chief duties has been to try to coordinate the concepts 
of the index numbers, their uses, and the methods involved in con- 
struction. 

The Consumers’ Price Index number of not a cost-of-living index 
number, and it is not intended to be so. As I understand it, a cost-of- 
living index number merely measures the change in the amount of 
money spent by consumers in different years for their living costs, 
and it is really the product of two separate things—the level of 
living, that is the quantity and the quality of goods consumed each 
year; and the price at which those goods are bought. 

The uses to which the index number, the Consumers’ Price Index, 
is put are mainly twofold: for escallator clauses for the purpose 
of adjusting wages; and for the purpose of converting value series 
into quantity series, and what is generally known as deflation. 

The concepts that are involved, there are really two schools of 
thought on the subject, and they are not strictly consistent. Ideally, 
a Consumers’ Price Index should measure the change in the cost of 
supporting a fixed level of satisfactions. That seems to be impos- 
sible to do, either practically or at present theoretically. 

The other concept is to measure the change in a fixed market basket 
of goods. That is somewhat more practical, and that is the one that, 
if | understand, has been adopted. 

Even that is not capable of being completely accomplished in view 
of the fact that the quantities of goods that people are consuming of 
different kinds are constantly changing, both because of changes in 
the price of those goods and the changes in the tastes of people, and 
the changes in the invironment in which they live. 

The whole idea of a Consumers’ Price Index, to my notion, is a con- 
troversial thing. It is a controversial subject, because we cannot 
exactly measure what we want to, if we can agree on what we want 
to measure, and at every step of the way there are judgments which 
must be made which cannot be said to be either right or wrong. 

In fact, within our committee, we seldom are unanimous in our 
opinion, but sometimes it is split three ways, and the Bureau has to 
take our conflicting advice and decide which they consider the most 
valid. 

That is all that I would care to say as a preliminary statement. 

Mr. Streep. The practical use made of the index itself, as we know it 
now, largely eliminates most of these imperfections that you speak of, 
does it not 4 

Mr. Cowpen. Well, they have to be ignored, or the attempt is made to 
make the index numbers as good as possible, and although I think it is 
entirely realized that it c: unnot be a perfect index number, it is better 
than nothing. It is rather good, in my opinion. 

Mr. Sreep. You come to a point where your fight for perfection 
goes beyond the point to which a sound practical use could be made of 
the information already available? 

Mr. Cowpen. I should say it goes beyond the point where either 
information is available, or know ledge of how to perfect it is known. 

Mr. Sreep. Would you care to express an opinion as to the human 
element of the staff of the BLS, as to their integrity or their ability or 
conscientiousness ? 
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Mr. Cowpen. Yes, I would. I have been definitely impressed with 
the staff as a very hard-working, zealous outfit that does not hesitate to 
work after hours and on Saturdays, even though they are presumably 
not supposed to. Their integrity is unquestioned by myself, and I am 
sure by the other members of the committee. I consider them very 
competent, and they are doing the very best that they know how, to 
make the Consumers’ Price Index numbers as accurate as possible. 

Mr. Srrep. Do you think that in the light of experience as times 
passes, they take full advantage of that experience in trying to im- 
prove their product ? 

Mr. Cowpen. Oh, ves. They are very alert for new ideas, and they 
receive anv ideas that we may put forward very cordially, and adopt 
them when they think it is advisable. They have employed a tech- 
nical expert, J. Stevens Stock, whom I consider extremely capable, 
and he has done a great deal, in my opinion, to introduce improve- 
ments, both in the index number construction and in the collection of 
the data for the index numbers. 

Mr. Sreep. You made reference earlier to the fact that your com- 
mittee considered itself concerned with the technical advisory side as 
against the political side. By “political” I judge you mean policy; 
is that right ¢ 

Mr. Cowpen. That is right. That is, we are not concerned with 
advocating methods that will make the index number go up more 
or go up less, and we are only concerned with the accuracy. We are 
not concerned with what cities, if any, to make the index numbers 
for, which might be affected by political grounds, but we take certain 
things for granted and give our advice with that understood. 

Mr. Sreep. Have you had any oportunity to give much study to 
the use of the index? Our testimony up to now indicates that there 
has been quite a rapid growth of the use of the index. 

Mr. Cowpen. The chief use undoubtedly is for purposes of adjust- 
ing wage contracts, or adjusting wages. That I think accounts for 
probably nine-tenths of the actual uses to which the index is put. 

The other use I also mentioned: That for dividing value series by 
the price index numbers, in order to convert them into a quantity 
series, so that we would have a record over time, say, of the amount 
of income in the United States, meaning by the “amount of income” 
not the amount of dollar income but the physical income of the United 
States. 

Mr. Wier. The witness leaves a little doubt in my mind when he 
speaks of the accuracy of the Department, and probably the failures 
to be too authentic about it. 

Where would you say that this weakness lies in the ability to set 
up avery reliable price index? Let me use the city of Raleigh, N. C., 
for example. They go out and get these prices by spot check in 
Raleigh, over here and over here and over here and over here. Now, 
they ask this lady what she paid for bread today, and peas, and the 
other necessities of life, and a house dress and a pair of shoes for the 
boy, and so on and so forth. 

Now, I do not think that there could be any question but what the 
people are honest enough, or at least we have been led to believe that. 
they are honest enough to tell the actual price that they paid. And 
so we take that as an authority for the figures, and as authentic figures. 
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Mr. Cowpven. That is right. 

Mr. Wier. These figures are compared with figures of later date, 
or not later dates but of the last spot check. Would you say that 
there is a weakness in that field of effort, or where does the weakness 
lay in not being able to be more authentic 4 

Mr. Cowpen. I would say it was not in any lack of effort, but in 
inherent difficulties; and that difficulty is the fact that the quality of 
commodities changes from time to time, and it is almost impossible 
to take that into consideration. 

For example, improvements are constantly being made in all sorts 
of mechanical apphances, refrigerators and automobiles, and so forth, 
and if the price goes up from $500 to $600, does that really represent 
an increase in price, or does it really yi ig paying 2“) percent 
more for a commodity that is worth maybe 25 percent more ¢ 

‘bhere are various ways of handling that, and one wavy is to ignore 
it, and another way is to try to measure the change in the satisfaction- 
vielding capacity of that refrigerator as between the two years, and 
another is to try to make an allowance for the improvements that 
have been made. That is to say, well, this refrigerator costs $600, 
but if we deduct the improvements that have been made, it would 
only be a $550 refrigerator, or would sell for that. 

Now, there have been attempts made to measure what is sometimes 
called the hedonic content of the quantities at different times. but in 
my opinion that has never been very successful, and I really doubt 
whether you can make adequate allowance for the value added by 
any specific improvement. 

In other words, I think that this is almost an impossible thing to 
do, to make adequate allowance for changing the use value of a com- 
modity. I think that you can make some kind of allowance for it, 
but I think that it must, by the very nature of things, be imperfect. 

Nevertheless, I am inclined to think that that is the chief reason 
for inaccuracy of the index number. That is to say, I am inclined, 
myself, to believe that the consumers’ prices do not or have not gone 
up as much as the index numbers say they have, merely because 
they are unable to allow for the improvements in the quality. And 

should say that the most fruitful way in which money could be 
expended would be in trying to figure out how to make allowances 
for changes in the quality of products. 

Mr. Wier. Then your deubt remains, not in the system or the 
method, but in the question of properly evaluating the change in an 
item that is listed at $2.50? 

Mr. Cowpen. Yes, sir. 

Mr. Wier. This ladies’ dress that she claims she had to pay $3.50 
for, that she paid $2.50 for yesterday, and it is not a question of the 
dollars and cents represented, but has she not gotten a better value 
for the $3.50 than she got for the $2.50 ? 

Mr. Cowpen. Actually, the price of the dress may actually have 
vone down, even though the price of dresses has gone up, if you see 
what I mean. 

Mr. Wier. I see what it is. It is in the weight value that you are 
questioning it. 

Mr. Cowpen. That is right. 
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Mr. Steep. Dr. Cowden, we appreciate your coming here, and I am 
sorry as laymen we are not able to appreciate the fine technical points 
as much as we should, but you have helped us in getting a little better 
picture of some of the problems these people are faced with. On 
behalf of the subcommittee, I want to express our appreciation for 
your coming here and helping us. 

The subcommittee will stand adjourned until 10:30 tomorrow 
morning. 

(Whereupon, at 12 o’clock noon, the hearing was recessed until 
10:30 a.m., Wednesday, May 16, 1951.) 
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WEDNESDAY, MAY 16, 1951 


Houst or REPRESENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE 
ON Epucarton anp Lapor, 
Washington, D.C. 

The subcommittee met at 10:30 a. m., pursuant to recess, in room 
429 of the House Office Building, Hon. Tom Steed, chairman of the 
subcommittee, presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; John 
O. Graham, minority clerk; and Russell C. Derrickson, investigator ; 
all of the Committee on Education and Labor. 

Mr. Srerp. The subcommittee will be in order. 

Our first witness today will be Mr. J. Elmer Monroe. Mr. Monroe, 
if you will identify vourself to the reporter, and proceed with your 
statement in your own way. 


STATEMENT OF J. ELMER MONROE, ASSISTANT VICE PRESIDENT 
AND ASSISTANT DIRECTOR, BUREAU OF RAILWAY ECONOMICS; 
ACCOMPANIED BY ROBERT A. SAYRE, MANAGER, DIVISION OF 
WAGE STATISTICS, BUREAU OF RAILWAY ECONOMICS, ASSO- 
CIATION OF AMERICAN RAILROADS, WASHINGTON, D. C. 


Mr. Monror. Mr. Chairman and gentlemen of the committee, my 
name is J. Elmer Monroe. I am assistant vice president and assistant 
director of the Bureau of Railway Economics, Association of Ameri- 
can Railroads, with offices in the Transportation Building, Wash- 
ington, D.C. 

I might say that I have sitting to my left my technical adviser, 
Mr. Robert A. Sayre, who is manager of the division of wage statistics 
of our bureau. 

The Association of American Railroads is a voluntary organization 
which includes in its membership almost all the class I railroads in 
the United States and a number of smaller railroads. The railroads 
which are members of the association operate approximately 95 per- 
cent of the railroad mileage of this country and earn approximately 
95 percent of the total operating revenues of all railroads. 

I appear here upon the invitation of the chairman of the special 
subcommittee appointed to conduct a study and investigation of the 
Consumers’ Price Index prepared by the Bureau of Labor Statistics, 
United States Department of Labor, and particularly to discuss the 
use made by the railroads of that index in labor contracts. 
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I should say that the Association of American Railroads is not the 
agency which represents the railroads in negotiating contracts as to 
wages and working conditions of labor. All matters dealing with 
labor relations are concentrated in three separate regional bureaus 
and labor matters of national importance are handled by specially 
appointed Carriers’ Conference Committees who have full power to 
consummate contracts, 

I have been on the staff of the Bureau of Railway Economics since 
October 1913; and since 1937, I have served as chief statistician to 
the Carriers’ Conference Committees which have negotiated wage and 
rules changes with the standard railroad labor organizations. — I 
served in that capacity during the 1949-51 negotiations. The final 
agreements culminated in the use of an escalator clause for the first 
time in railroad labor contracts. 

The negotiations with four operating unions ran through the usual 
conference procedures and went to the National Mediation Board. 
Mediation terminated and the disputes ultimately went to emergency 
boards, the boards reporting in April and June of 1950, The recom- 
mendations of the emergency boards were rejected by the unions and 
several of the unions called strikes. 

On August 7, 1950, representatives of the railroads and the con- 
ductors’ and trainmen’s unions were called to the White House by 
Presidential Assistant Dr. John R. Steelman. Then, on August 19, 
1950, Dr. Steelman suggested a settlement which included not only 
the recommendations of the emergency board, but a 3-year settlement 
and a moratorium on wage and rules changes. In consideration of 
the 3-vear peace agreement, the employees were to receive, among other 
things, an automatic quarterly wage adjustment of 1 cent an hour for 
each 1-point change in the Consumers’ Price Index. 

The railroads accepted the proposed settlement, but the brother- 
hoods declined. The railroad committees thought the settlement 
would protect the employees against increases in the cost of living. 
Railroad representatives also considered that 3 years of peace, in 
view of the present emergency situation, was an important factor. 

Subsequently, on September 1, 1950, an agreement in principle was 
reached through the mediation efforts of Dr. Steelman, and on Sep- 
tember 21, 1950, a formal agreement was consummated with em- 
ployees represented by the Switchmen’s Union of North America. 
That settlement included a 3-vear moratorium on changes in wages 
and rules and a quarterly automatic wage adjustment of 1 cent per 
hour for each 1-point change in the Consumers’ Price Index. ‘That 
agreement Was the first one which tied the wages of certain railroad 
employees to the trend of the Consumers’ Price Index. 

Then, again under the auspices of Dr. Steelman, a wage settlement 
was reached with the Railroad Yardmasters of America. Final agree- 
ment was signed on November 2, 1950, including, among other things, 
a o-year moratorium on wage and rules changes, and an escalator 
clause providing that employees represented by that brotherhood 
would also have their wages adjusted quarterly, 1 cent per hour for 
each 1-point change in the Consumers’ Price Index. 

On November 20, 1950, Dr. Steelman inaugurated joint conferences 
with the railroad committees and the conductors, firemen, engineers, 
and trainmen, to consider their still unsettled demands. Those con- 
ferences were concluded on December 21, 1950, when a memorandum 
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of agreement was signed. That memorandum of agreement provided, 
among other things, for a 3-year moratorium on wage and rules 
clianges and a quarterly cost-of-living adjustment of 1 cent per hour 
for every 1-point change in the Consumers’ Price Index. The four 
labor organizations, however, have attempted to repudiate that agree- 
ment, and the dispute with these large railroad brotherhoods is still 
in negotiation. 

In the meantime, 15 cooperating nonoperating brotherhoods, repre- 
senting 1 million railroad employees, filed notices for a wage increase. 
About the middle of January 1951, the representatives of the railroads 
and brotherhoods came to an agreement as to the amount of wage 
increase, and to the fact that the contract should provide an escalator 
clause, once more adopting the formula of a 1l-cent change in wage 
rates for each 1-point change in the Consumers’ Price Index. Other 
features of the settlement prolonged the negotiations, so that the final 
contract was not signed until March 1, 1951. 

Thus, it is obvious that the interest of the railroads in the Con- 
sumers’ Price Index is very great, in view of the fact that these contracts 
include escalator clauses dependent upon that index. ‘To indicate to 
you the importance of this feature, I should like to point out that we 
have estimated, on the basis of 1950 employee service hours, the cost 
of the escalator clauses, as of April 1, 1951, which are now in railroad 
agreements or which it is contemplated will be in railroad agreements. 

I will now show the aggregate annual increase in wages to railroad 
eniployees due to tying wage rates to the Consumers’ Price Index: 

The employees represented by the switchmen and yardmasters’ 
unions received a cost-of-living adjustment of 1 cent per hour effective 
January 1.1951, at a cost of $209,000 per annum to the industry. They 
also received an increase of 9 cents per hour effective April 1, 1951, 
at an annual cost of $1,877,000. 

Other yard operating employees can receive an increase of 5 cents 
per hour effective April 1, 1951, through the escalator clause of the 
memorandum of agreement of December 21, 1950, and that would 
amount to $25,562,000 per annum. 

The yardmasters, represented by the trainmen’s union, can receive 
an increase of 8 cents an hour effective April 1, 1951, according to the 
mnemorandum of agreement of December 21, 1950, and that would cost 
$404,000 per annum. 

Road operating employees can receive an increase of 8 cents an hour, 
effective April 1, 1951, under that same memorandum agreement, and 
that would cost the carriers $40,266,000 per annum. 

The nonoperating employees did receive a cost-of-living adjustment 
of 6 cents per hour, effective on April 1, 1951, at a cost of $114,943,000 
per annum. 

All other employees, except officials, received 6 cents per hour on 
April 1, 1951, as a cost-of-living adjustment, at a cost of $9,216,000 
per annum. 

That makes a total of $192,477,000 as the annual increases in wages 
to arise out of the escalator clauses of the contracts now in effect or 
contracts now in negotiation. 

Thus, any index which commands wage payments to date ae en 
annual rate of $192,477,000 is of great concern to us. These wage 
increases arising out of the escalator clauses are on top of increases 
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made or prospective in the basic wage rates, amounting to about 
$398,000,000 per annum. 

It may be of interest to note that a wage increase of 1 cent per 
hour costs the railroad industry about $30 million on ax annual basis. 

When the railroads negotiated with their employees the contracts 
that involved escalator clauses, the committees, of course, appreciated 
the fact that the Consumers’ Price Index was designed to measure 
changes in average retail prices of goods, rents, and services customar- 
ily bought by families of wage earners and moderate-income city work- 
ers. That is, the index was developed as a price barometer and not as 
a measure of changes in standard of living or of the total amount of 
family spending for living. 

It is because of being thus limited in its purpose that the Consumers’ 
Price Index can be used as it is being used in the railroad wage settle- 
ments. Its function in settlements where it is used as an escalator is 
to eliminate as a variable, for the life of the contract, changes in real 
wages as a result of changes in the prices of goods normally purchased 
by city workers of moderate incomes. In other words, if workers 
and management can reach an agreement on the level of rates of real 
wages, which they are willing to abide by for a stated period of time, 
then the use of the Consumers’ Price Index as an automatic adjust- 
ment device serves to maintain the level of real wages. Since that is its 
function, when employed in escalator clauses in wage agreements, it 
will be useful for that purpose only as long as it remains solely a 
reflector of price changes. 

If, for instance, a change, either up or down, should occur in the 
index reflecting the judgment of the compilers as to some change that 
should be made in the standard of living, then its usefulness as an 
escalator clause in wage contracts would be gone. You can be per- 
fectly sure that neither of the bargaining parties will agree to auto- 
matic adjustments of wages dependent upon the exercise of judgments 
of that character by anyone but themselves. And, as you undoubt- 
edly appreciate, it is the automatic feature of the adjustments without 
a reopening of the contract that is the vital new feature of wage 
vgreements with escalator clauses tied to the Consumers’ Price Index. 
That is the feature that has made possible contracts with a life of 2, 
3, and even 5 years. We believe that settlements for such lengths of 
time will prove to be an important factor in the healthy progress and 
development of industry, with material benefits accruing to both man- 
agement and labor. The use of the Consumers’ Price Index for this 
purpose is in its inception, and its success as an instrument for induc- 
ing longer term settlements of wage disputes is dependent upon the 
steadfast maintenance of it as a true Consumers’ Price Index. Its 
entire usefulness for this purpose will be gone if factors are taken 
into account in its computation which make it something different. 

In this connection, I understand your subcommittee has raised some 
question as to whether or not income taxes should be included as one 
of the items in the index. I believe the inclusion of this item would 
be a mistake. Income taxes are not “consumers’ goods customarily 
purchased,” and have no place in this index. In my judgment, if items 
such as this begin to find their way into the index, its efficacy as a 
means of automatically adjusting wage rates will be destroyed. 
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The railroad wage agreements provide that the continuation of the 
quarterly cost-of-living adjustment is dependent upon the availability 
of the official monthly ‘BLS Consumers’ Price Index. 

It is obvious, therefore, that the railroads do not want any basic 
change in the concept of the Consumers’ Price Index if it is to be useful 
in performing the escalator function of our wage contracts. 

In conclusion, I want to say that the usefulness of the Consumers’ 
Price Incex as a means of bringing about long-term wage contract 
settlements depends upon the parties having full faith in it. They 
must be able to rely upon the fact that it will not be used as an instru- 
ment for achieving some “end,” and that it will remain merely as a 
true recorder of price changes. The railroads do have faith in the 
Consumers’ Price Index and in those who are compiling it, and wish 
to commend them for the careful and accurate way in which their work 
has been done in the past. In our judgment, changes in the index have 
in the past accurately reflected the changes in the price of goods bought 
by city workers of moderate incomes. We hope that the Congress will 
continue to give the Bureau the tools and the funds necessary to main- 
tain such accuracy in the future. 

Mr. Chairman, that concludes my statement. 

Mr. Streep. Mr. Monroe, since your adjustments are on a quarterly 
basis, I assume that you do not have too much difficult with the fact 
that there is a time lag from the time the material for the index is 
gathered to the time it is made available. 

Mr. Monror. We have had no difficulty with that, Mr. Chairman. 
The index, as I recall, is released about 5 to 6 weeks after the pricing 
date, and it becomes effective on the first payroll period following 
that. 

Mr. Streep. We had another witness who was discussing his experi- 
ence with this sort of use of the index, and he said that they were able, 
by the fact that monthly and bimonthly indexes in certain cities are 
made available, and also the fact that certain monthly reports are com- 
piled, to estimate somewhat the wage situation they would be con- 
fronted with for the forthcoming quarter, and could make adjustments 
to meet it. Do you find that that is working out in the case of the 
railroads ¢ 

Mr. Monroe. In the case of the railroads, our contract provides that 
if it is not available at the first of the quarter, that the wage changes 
will be made on the first payroll period in which it does become 
available. 

I might say that, of course, on our own hook, we do make forecasts 
to determine how we think we are coming out; that is, in some future 
period. 

Mr. Steep. You have only had a comparatively short time of ex- 
perience with the use of the index. 

Mr. Monroe. Our first contract was agreed to in early September 
of 1950, and only involved a few employees, and our larger con- 
tract was agreed to on March 1, 1951. 

Mr. Steep. I do not know whether you care to make any comment 
in that connection or not, but are you of an impression that if and 
when these other pending agreements are reached, they will also have 
an escalator clause in them! 
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Mr. Monror. We agreed with the chiefs of the operating unions to 
an escalator clause in the memorandum of agreement of December 
21, 1950. 

Mr. Sreep. You do not know, though, of course, naturally, whether 
or not the unions will accept it. 

Mr. Monror. We are ready to put that escalator clause into effect. 

Mr. Wier. As I understood you, for this quarter, January, Febru- 
ary, and March, whatever might be the practical increase today over 
last month, you would not get ‘that until ac ouple of months from now, 
and as I understood you, the increase would not be effective for April 
or May, but would be effective the first payday after you receive the 
information. 

Mr. Mowror. That is correct. 

Mr. Wier. Which might be a 1!2- or 2-point increase. 

Mr. Monror. The first of the payroll period. 

Mr. Wier. So that the workers, under your contracts, would not 
get any of the benefit, although it was common knowledge. 

Mr. Monror. Well, we have not been delayed, Mr. Wier, in put- 
ting our escalator clauses into effect thus far. 

Mr. Wier. Do you know whether the index agency releases informa- 
tion to the press before they do to their constituents, such as em- 
ployers and unions? I never asked them that question when they 
were here. 

Mr. Monror. We get it from them very promptly, I might say. 

Mr. Srerp. Some of the officials of the Bureau have testified that 
they have a number of people who are on a special mailing list; in 
other words, immediately the index becomes available they wire col- 
lect that information, which makes it available to these people sooner 
than the information would otherwise be available to them. In other 
words, the users of it stand the expense of the telegraph costs in 
order to get the information sooner. I understand that there are 
about 100 such firms, and others, who have that arrangement with 
the Bureau. 

Mr. Monror. I might say, Mr. Chairman, that with my staff, being 
here in Washington, in continuous contact with the Bureau of Labor 
Statistics, we get the index as soon as it is possible to get it, and we 
notify our principals what the index will be. 

Mr. Wier. I have another question. If I remember correctly, the 
latest figure of the index was a 6.9 increase. What happens to that 
0.9 inthe contracts’ Theard you say it was a cent an hour per 1-point 
increase. 

Mr. Monror. Well, we have a scale 

Mr. Wrer. Never mind getting the exact information. 

Mr. Monror. When the index is between certain points, they get a 
cent. Now, it might be helpful if I would file for the record one of 
our contracts. 

Mr. Wier. I was just asking about that fraction, and who gets the 
benefit of the fraction? Nine is quite a substantial fraction. 

Mr. Monror. The way we dispose of the fraction is this: I have in 
my hand a contract with the nonoperating railroad employees, which 
was signed on March 1, 1951, and that covers about 1 million railroad 
employees. Now, the base index was 178. When the index goes from 
179 tu less than 180, they get 1 cent; and between 180 and less than 181, 
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they get 2 cents, and so on down the line. The last index on which we 
eranted the increase of April 1 stood at 184.5, so they got a 6-cent 
wage increase. 

Mr. Wier. You give them the benefit of the fraction / 

Mr. Monror. Well, the fraction is in the formula, and it has got to go 
above 185 before they get another cent; and if it goes to 185.1, they 
get 1 cent; and if it goes to 185.9, they only get 1 cent. 

Mr. Wier. Let me ask you another question that has bobbed up every 
once in a while, and you put some emphasis on it. As you know, now 
the sales tax is a part of the index. The individual who goes over and 
buys an article that the sales tax is applied to, the sales tax becomes a 
part of the price. 

What is your argument as to the difference between the sales tax and 
the income tax? 

Mr. Monror. Well, I think the sales tax is a part of the price of the 
goods you purchase. 

Mr. Wier. Income tax is not a part of the services you get ? 

Mr. Monror. Let me say this: If you include an income tax as a 
cost, then the industries that have escalator clauses will be paying the 
income taxes for the employee. 

Mr. Wier. That is all right; is it not? 

Mr. Monroe. Those employees who would not be subject to escalator 
clauses would not be benefited, to that extent. 

Mr. Wier. How about putting the increased railroad rates in the 
index? They affect everybody. 

Mr. Monror. Well, of course, we say, Mr. Wier, our railroad rates 
are rather low at the present time, and we are down at the Interstate 
Commerce Commission now, trying to get them increased. 

Mr. Hower. Even before te had contracts tied to this Consumers’ 
Price Index, did the index become a part of collective bargaining 
discussions by either party before that, and did they base a lot of 
their claims on the fact that it had gone up so much ? 

Mr. Monror. Absolutely; both parties. 

Mr. Howrnr. For a long time, that is? 

Mr. Monror. They made considerable use of it for that purpose. 

Mr. Hower. In these contracts . if the index backed up any, would 
they get any lowering of their wages? 

Mi. Monror. They would. 

Mr. Howenr,. That is all. 

Mr. Varn. T have no questions. 

Mr. Forsyrur. Can you give us any rough estimate of how many 
employees are covered by vour escalator contracts? 

Mr. Monror. Well. if you turn to page 6 of my prepared state- 
ment, vou will find the various groups of unions listed there. Now, 
the switchmen and vardmasters’ union would cover approximately 
10,000 employees. If vou take the next three groups combined, the 
yard employees and the bese ters who are represented by the 
trainmen’s union and the road operating employees, that would cover 
about 300,000 employees, and those e mployees are the ones that would 
be subject to the memorandum of agreement of December 21, 1950, 
which was repudiated by them, and a formal agreement has not vet 
been made. The next item, the nonoperating railroad employees, 
and all other employees except officials, would cover about 1,000,000, 
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Mr. Forsyrue. Do I understand you correctly to say that the first 
group of 10,000 and the last group of 1,000,000 are under contract as 
of now? 

Mr. Monroe. Yes, sir. 

Mr. Forsyrur. While the 300,000 still in the negotiating stage will 
be covered by an escalator clause if that is in their contract ¢ 

Mr. Monror. We signed an agreement with them on December 21 
which provided for an escalator clause, and that has not been formally 
settled yet. 

Mr. Srrep. At that point, as I understood your testimony a little 
bit ago, if all employees of the railroads were under escalator clauses, 
a l-cent change brought about by a one-point change in the index 
would have an annual wage differential of $50,000,000, 

Mr. Monror. It would cost the railroads $30,000,000 per annum. 

Mr. Streep. Or it would, conversely, save $30,000,000 if it was in 
the other direction ? 

Mr. Monroe. It works in both directions, Mr. Chairman. 

Mr. Forsyrur. Does your escalator clause work both ways to the 
complete freedom of the movement of the index, or do you have a 
base under which the wages cannot go? 

Mr. Monror. We have a floor under which they cannot go. For 
instance, there is no deduction made if the index goes below 179—that 
is. for the nonoperating employees—and the base is slightly different 
on the others. 

Mr. Forsyrur. But you do have a base, and you cannot go through 
a certain floor ? 

Mr. Monror. That is right. 

Mr. Forsyrue. Do you have any factor in your contract for raising 
wages during the 3-year period, other than due to changes in the 
index? Is there anything, in other words, comparable to the produc- 
tivity increase in General Motors? 

Mr. Monror. We have a provision in the nonoperating employees’ 
contract, which is not a provision for the increasing of wages during 
the term of the contract, but it is one provision whereby, if the Gov- 
ernment wage stabilization policy permits so-called annual improve- 
ment wage increases, the parties may meet with the President of the 
United States or such other person as he may designate, on and after 
July 1, 1952, to discuss whether or not further wage adjustments 
should be made. 

Mr. Forsyrne. You made a statement on page 9, the inference of 
which, it seems to me, is that you are satisfied with the index the way 
it is now, and you would question changes in it. 

I want to ask you a question about the implication of that. Am I 
right in assuming that what you are saying is that you are satisfied 
with the index now because you believe it is an index reflecting the 
cost of goods purchased by certain groups, and you would object to 
having it made a cost-of-living index, for the purposes of your con- 
tract, at least? 

Mr. Monror. We think that the index is a good index for a price 
barometer. 

Mr. Forsyrne. The point I am trying to make is that it seems to 
me, from your statement, it could be inferred—and I do not believe 
that you meant to say that—that you would be against any change in 
the index at all. ‘ 
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Mr. Monror. Oh, no; I am not against that, not in improving it or 
changing the w eightings where they are necessary. 

Mr. Forsyrue. In other words, your only objections would be if 
it changed the character of the index? 

Mr. Monroe. That is right. 

Mr. Forsyrue. How frequently do you think the so-called market 
basket should be changed ? 

Mr. Monror. I believe—and my assistant can correct me if I am 
not correct—that in the past they have based it on 15-year intervals. 
I think it all depends on the situation in the future, and I would per- 
sonally assume that a 5-year interval would be proper. 

Mr. Forsyrue. But if certain circumstances changed the prices 
radically, you would feel that it should be even more frequently done 
than that? 

Mr. Monror. Perhaps; yes, sir. 

Mr. Forsyrue. In other words, the market basket should be changed 
with sufficient frequency to adequately represent what is really being 
purchased at the time? 

Mr. Monroe. I think that that is correct. 

Mr. Forsyrur. Did this contract create any particular bookkeeping 
problems for you, in computing the changes every 3 months? 

Mr. Monroz. No. Qur wage bureaus, who handle those matters, 
advise the railroads that, effective such-and-such a date, the first of 
the quarter, the wages shall be increased so many cents per hour. 

Mr. Forsyrur. That is all. 

Mr. Streep. In the operation of that changing of the wage scale, do 
the railroads give notice to the employees. when changes are to be 
made, or do you leave it to the union itself to take care of that? 

Mr. Monror. The wage changes are made by the railroad manage- 
ment, and if the employees did not get their checks with the increase 
on it, we would soon hear about it. 

Mr. Streep. I wondered if there was any formal notification back and 
forth as to these changes, or if they just automatically took effect. 

Mr. Monror. They automatically take effect. 

Mr. Wier. In some cases, you have not had the experience at all, 
have you? You say the escalator clause takes effect in some of your 
agreements April 1. 

Mr. Monroe. In our switchmen’s agreement, it took effect on Janu- 
ary 1, and in the nonoperating agreement, it took effect on April 1, 
that is, the increase under the escalator clause. 

Mr. Wier. In the switchmen’s case, you would have the reaction, if 
there were any reaction. 

Mr. Monnor. There wasn’t any reaction. 

Mr. Wier. In the nonoperating agreement, you would not have had 
any experience yet. As I understand, or I presume the same thing 
applies here that applies in other agreements, that you have an under- 
standing with the officials of the unions as to the determination of 
the increase, the determination date. 

Mr. Monroe. It is pretty automatic, because it is based on the official 
index of the Bureau, and all you have to do is look in the contract, 
and when the index reaches a level between two points, you have 
such-and-such an increase of pay as of that date. 

Mr. Srerp. You put considerable stress on the fact that these new 
agreements are spread over a 5-year span. Would you care to com- 
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ment on the advantages that you see in a contract with the 3-year span 
rather than a shorter-term contract ? 

Mr. Monror. Of course, as you probably know, Mr. Chairman, we 
do not have term contracts in the railroad industry. The railroad in- 
dustry changes in wages and working conditions are made under the 
provisions of the Railway Labor Act, and any of our contracts nor- 
mally can be opened on 30 days’ notice. 

We think the 3-year contract was helpful, particularly in this period 
of national emergency, in having assured peace for that period of time. 

Mr. Srrep. Do you feel that the escalator clause, then, takes care of a 
considerable part of the workers’ problem of earnings, and therefore, 
| judge from that that vou figure that his wage scale has been one of 
the major factors in causing the reopening of these labor argeements 
from time to time ? 

Mr. Monror. It has been one of the major factors. And under these 
contracts that I have described, they are practically guaranteed the 
same real wage throughout the period. 

Mr. Srrep. Mr. Graham, do you have any questions ? 

Mr. Granam. You mentioned that you did not believe that income 
taxes should be used, because they would stimulate inflation, and that 
sort of thing. 

How about excise taxes? 

Mr. Monror. I consider excise taxes as part of the cost of the con- 
sumers’ goods, 

Mr. Granam. Rather than part of an expense of Government ? 

Mr. Monror. Yes. 

Mr. Granam. On this table that you have, I notice that some of them 
go up different amounts. Is that because you have a different base in 
the contract ¢ 

Mr. Monror. Yes, sir. For example, in the switchmen’s and yard- 
masters’ contracts, we have a base of 174. In the memorandum of 
agreement of December 21, 1950, the base was set at 176. In the non- 
operating agreement, the base was set at 178. 

I might say this, all emplovees in the railroad industry have, in the 
past, come out with about the same increase in wage rates. When 
the switchmen’s union contracts was negotiated, the index in August 
of 1950 stood at about 173. and they adopted 174 as a base to start from. 

Now, when they came to the other contracts, the nonoperating em- 
plovees got a little more in their basic rates, so they set the index up 
from which to start the measure of the adjustments under the escula- 
tor clause. In the final analysis they all come out about the same. 

Mr. Graram. So in the event you finally reach an agreement on 
these contracts you are negotiating, you may have a different base 
period than the one in your memorandum of agreement ? 

Mr. Monroe. It sets a base of 176. Now, if it should so happen that 
something different was given in the base rate, that would affect that 
base, of course. 

Mr. Wier. Do you apply the area index, or the national index ? 

Mr. Monror. The national index. 

Mr. Wier. You use the national index, whether it is New York or 
whether it is the west coast ? 

Mr. Monror. We use the national index; yes. Generally speaking, 
the wage rates of our operating crafts are on a uniform national basis. 
There are some minor exceptions. 
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Mr. Forsyrue. I have one more question, Mr. Chairman. 

I am not quite clear yet on this problem of how—let us put it this 
way: There is a 3-year period during which this escalator clause works, 
and can you reopen the contract during that period? TI believe you 
said that you could go to the White House after a certain date; but 
again, later, you said something about normally you could reopen on 
30 days’ notice. 

Now, does that apply to wages, or what? Iam very confused about 
that. 

Mr. Monror. I was speaking about the procedures under the Rail- 
way Labor Act. Contracts prior to the ones we recently negotiated 
and now in the process of being negotiated, have not contained a time 
clause. They are in effect until changed under the processes of the 
Railway Labor Act. Under that act, either party can give notice of a 
change within 50 days. 

But under the new contracts with the escalator clauses, they cannot 
be reopened, so far as wages are concerned, unless, in connection with 
the nonoperating agreement, the Government wage stabilization 
policy permits an annual improvement factor, and then it only reopens 
it for discussion with the President of the United States after July 
1, 1952. 

Mr. Forsyrne. That is conditioned on the Wage Stabilization Board 
permitting improvement factors to be taken care of in escalator 
contracts / 

Mr. Monroe. That is right. 

Mr. Granam. Only in regard to wages ? 

Mr. Monror. That is right. 

Mr. Varn. Have vou any figures to indicate the increase in freight 
and passenger rates over the past 10 years, as compared with your 
wage increases over the same period ¢ 

Mr. Monror. Yes, sir. Our wage bill, of course, since 1939, has more 
than doubled. Our freight “be, as they stand today, are 61 percent 
greater than they were in 1959. And we are before the Commission 
now, asking for a 15 percent increase in freight rates and charges. 

Mr. Sreep. What percent of the total operating overhead of a rail- 
road do the wages represent ? 

Mr. Monroe. The railroad industry, being a service industry as it 
is, has to pay out about 511% cents in wages from each dollar it takes 
in. That is why wage increases are more of a direct burden in our 
industry than they are in manufacturing industries. 

For example, wages in manufacturing represent about 21 percent 
of their sales. 

Mr. Forsyrnr. How much of this increase from 1939 to date, in 
your wage bill, is due to additional employees rather than wage 
increases ¢ 

Mr. Monror. Well, I was speaking only of the wage increase, and 
let us put it this way: The average wage rate of all railroad em- 
plovees in 1939 stood at 74 cents an hour. Today, and taking into 
account the wages that we have agreed to in the memorandum of 
ease of December 21, 1950, our wage rate stands at $1.76, or 

, times the wage rate of 1939. 
ihe Forsytur. That is what I wanted to get. 
Mr. Streep. You bring up a point here in these totals, showing that 


vou have either already under contract or propose to have under con- 
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tract something like better than 1,300,000 workers who will be affected 
by changes in the Consumers’ Price Index, showing a total impact 
here alres ady, since you started this, of around $19214 “million a year. 

Have you given any thought, as an economist, to the pr obably effect 
that such contracts would have if a major part of all of the workers 
in America were under such contracts 4 

Mr. Monror. We hope, Mr. Chairman, it would have some effect 
on the stabilization of prices, and you wouldn’t have these increases. 

Mr. Sreep. You think that the more workers who were pinned to 
this sort of thing i ntheir wage rates, the less fluctuations over a 
period of time might result ? 

Mr. Monror. I would say it would have a less inflationary tendency. 

Mr. Sreep. The point I was approaching this from was the fact 
that 6-point changes, as you have indicated here, projected through- 
out the country, would have a tremendous impact. 

Mr. Clague, the Commissioner, testified earlier in the hearings 
that this 1-cent an hour change in wage rates would amount to about 
$1 billion a year if it was applied to all of the wage earners in the 
country. Therefore, I was just wondering, assuming that everybody 
had been under these escalator clauses at the time this ch: ange in the 
index started and came up 6 points, we would now have a potential 
$6 billion a year purchasing power more than we had. 

Mr. Monror. I might say, Mr. Chairman, of course, the 6-cent 
increase came as a shock to us, and we thought prices would be stabi- 
lized and the index wouldn't go up to the extent it did. 

Mr. Streep. Do you care to make any speculative comment on what 
the moral factors and other feelings might be if, for some reason, the 
index goes down 6 points within the next few months ahead ? 

Mr. Monror. I do not see that our employees would have any par- 
ticular kick about it. We are paying them pretty high rates now. 

Let me say this: From April 1, the minimum-wage rate in our 
industry was $1.345 an hour. That is our minimum, In other words, 
that produces about $228 straight-time wage for a month on a basis 
of a 40-hour week. That is the minimum wage we pay now, and that 
includes the 6-cent escalator adjustment, the cost-of-living adjust- 
ment. 

Mr. Srrep. Then, to bring to a head the point I was getting at, 
you see no particular cause for alarm in the increased use of the index 
in the form of escalator clauses in wage contracts ¢ 

Mr. Monror. No. 

Mr. Steep. We have had some comment that if the use of this index, 
as you are now using it in your wage contracts, became universal, it 
might have a harmful effect on the Nation’s economy, and I am not an 
economist, so [ was just interested in what your opinion along that 
line would be. 

Mr. Monror. I think the prices would be more stabilized, and we 
shouldn't get the increases that we have experienced in the last quar- 
ter, anyway. 

Mr. Sreep. You think it would have more of a steadying effect 
than an inflationary effect ? 

Mr. Monroe. I believe so. 

Mr. Granam. What would be its effect on a certain relation to a cer- 
tain investment income, such as real property and things like insur- 
ance, and things like that ? 
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Mr. Monroe. I don’t quite understand the question. 

Mr. Granam. Depending on where you peg the base, its relation 
to insurance policies, and that sort of thing, may be higher than the 
value of those particular policies at the time they were purchased ; 
that is, the dollar value is in a depreciated position, is it not? 

Mr. Monroe. Of course, we have had inflation already, and the dol- 
lar has decreased in value. 

Mr. Granam. But this would maintain it at a steady level, more or 
less, would it not? 

Mr. Monror. When prices level out: yes. If prices leveled out, that 
would be true. 

Mr. Steep. When you begin to think of all of the uses that this in- 
dex could be put to, it gets rather fantastic. We already had one case 
called to our attention, where a judge used the index in fixing alimony, 
und I suppose if you wanted to, you could apply it to many other 
contracts of other types where the potential pay or cost of something 
somewhere in the future would be pegged to it. 

I do not know whether you have given any study as to all of these 
possibilities or potentialities, or not. 

Mr. Monror. No; I have not. We have adopted it, and as long as 
they maintain it as a price barometer, we think it will serve our pur- 
pose very well. 

Mr. Streep. I have one more question, Mr. Monroe. Do the rail- 
roads, through your Department or otherwise, make use of the index 
in any other form? For instance, in any of its economic policy de- 
cisions, or in any of its trying to keep up with economic trends in the 
country, is there any use of that sort? 

Mr. Monror. We use it in connection with our studies of various 
kinds, and, of course, we have used it in the past in connection with 
negotiations with employees on wages. We use it in connection with 
studies we make of wholesale prices and of barometers in connection 
with general business activity of the country. We use it in a number 
of ways; we continually use the index in our studies. 

Mr. Streep. I was just interested to know if you did do that, and L 
was sure that you did. 

Mr. Monror. Yes, sir. 

Mr. Steep. That is, over and above whatever use it is given in wage 
contracts. 

Mr. Monror. That is right. 

Mr. Wier. Mr. Monroe, you made it known in the early part of 
your presentation that you played no part in the negotiations with 
the railroad organizations, but vour railroads are now confronted 
with a stalemate over three problems, and you related to one of them 
as money that was, I think you said, agreed to and at their disposal. 
That was in negotiating with the operating employees. There were 
three involvements. One of them was working conditions, and one 
was a base rate increase, and one was this offer of the index. 

Mr. Monroe. It involved wages and working conditions; yes, sir. 

Mr. Wier. Did the railroad operating employees, under the Steel- 
man meeting, agree to the fairness and acceptance of the index for the 
so-called cost-of-living increases ? 

Mr. Monror. The railroad committee signed the agreement. 
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Mr. Wier. For the index? 

Mr. Monroe. Yes, sir. 

Mr. Wier. And so, they were satisfied that that would take care 
of that part of it? 

Mr. Monror. And I might say that the chief executives of the 
brotherhoods also signed that same agreement, and as far as our 
people were concerned, they thought that they had an agreement 
when they left the White House on the night of December 21. 

Mr. Wier. However, as I gather it, the stalemate is not over the 
wages or the index; it is over working conditions, is it not? 

Mr. Monroe. It involves the entire demands, and also wages. 

Mr. Wier. And the base rates, you mean / 

Mr. Monror. Also wages; yes, sir. There are wages involved in the 
rules, too. 

Mr. Wier. It is working conditions—I call them working condi- 
tions and you call them rules. 

Mr. Monror. That is true. 

Mr. Wier. That is the two-man Diesel motor? 

Mr. Monror. Well, the extra man on Diesels are not involved in 
this dispute. 

Mr. Sreep. I think what Mr. Wier is getting at is that the use or 
the nonuse of the escalator clause, of itself, was not what caused any 
particular difficulty. 

Mr. Monror. They seemed to be satisfied when they signed it, in 
December. 

Mr. Sreep. Maybe this would clear it up 

Mr. Monroe. I will say this, and I don’t know exactly what is in 
the minds of the chief executives of the brotherhoods. Davey Robert- 
son, president of the firemen’s organization, testifying before a Senate 
committee last week in connection with amendments to the Railroad 
Retirement Act, indicated that as far as his union was concerned, 
there wasn’t a quarrel over wages, only over working rules. 

Mr. Sreep. What I think would help clear it up is that since this 
agreement was entered into, and afterward repudiated, as you describe 
it, in the discussions that have developed since that time have any of 
them indicated that the escalator clause itself was still under fire, or 
that they felt the dispute was over some other factors ¢ 

Mr. Monroe. I think it is mainly rules and working conditions; 
that is my personal opinion, and I have not been in contact with them 
for several weeks. 

Mr. Streep. Assuming these other difficulties could be ironed out, 
you would feel, then, that the escalator clause part of the contract 
could be settled, too 4 

Mr. Monror. Of course, I might say, in the negotiations now being 
carried on, the operating people still open up the whole problem— 
wages and rules. 

Mr. Steep. ‘That is true; but I was wondering what your impression 
would be as to this one phase of it. 

Mr. Monror. We are hopeful of getting the escalator provision in 
the contract. 

Mr. Steep. Are there any other questions ? 

Do you have any further comments that you would like to make? 
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Mr. Monror. No; except I want to thank the committee for the 
privilege of presenting this statement. 

Mr. Steep. We appreciate it, and we want to thank you for your 
kindness in coming here and helping us with our work; and on 
behalf of the committee, I want to express our appreciation for your 
testimony. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(Whereupon, at 11:30 a. m., the hearing was recessed until 10 a. m., 
Thursday, May 17, 1951.) 
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THURSDAY, MAY 17, 1951 


Hovust or RepreseNTATIVES, 

SUBCOMMITTEE OF THE CoMMITTEE ON Epucation anp Lasor, 

Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed, chairman of the sub- 
committee, presiding. 

Present : Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk: John S. Forsyth, gen- 
eral counsel; David N. Henderson, assistant general counsel; John O. 
Graham, minority clerk: and Russell C. Derrickson, investigator, all 
of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 

Our witness this morning is Mr. Barkin, the research director of 
the Textile Workers Union of America, and the Congress of Indus- 
trial Organizations. 

I suggest that you identify yourself and those with you here, for 
the record, and then you may proceed with your statement. 


STATEMENT OF SOLOMON BARKIN, RESEARCH DIRECTOR, TEX- 
TILE WORKERS UNION OF AMERICA, ON BEHALF OF THE CON- 
GRESS OF INDUSTRIAL ORGANIZATIONS; ACCOMPANIED BY MRS. 
KATHERINE ELLICKSON, ASSOCIATE DIRECTOR OF RESEARCH, 
CI0; AND NAT WEINBERG, RESEARCH DIRECTOR, UNITED AUTO- 
MOBILE WORKERS, CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Barkin. My name is Solomon Barkin, and I am director of 
research of the Textile Workers Union of America, an affiliate of the 
Congress of Industrial Organizations, and I am appearing here on 
behalf of the Congress of Industrial Organizations. 

My two associates, who have collaborated in the preparation of this 
testimony today on behalf of the Congress, are Mrs. Katherine Ellick- 
son, associate director of research of the CIO, and Nat Weinberg, 
director of research of the United Automobile Workers of America, 
an afliliate of the CIO. : 

Mr. Chairman, we understand the power of time and the clock on 
us today, and apparently, with Congress in session, you may be called. 
We therefore would like to request that our full statement, and the 
appendixes, which we are submitting, be included in the record so that 
we can present a much freer summary of our position to you without 
the necessity of presenting a detailed reading of our statement. 

Mr. Srvep. That is all right. You may do that. 
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(The supplemental information referred to is printed in this record 
at the close of the witness’ testimony on May 18.) 
(The statement follows :) 


PREPARED STATEMENT BY SOLOMON BARKIN, RESEARCH DIRECTOR, TEXTILE 
WoRKERS UNION OF AMERICA 


I am presenting this statement on behalf of the Congress of Industrial Organi- 
zations in close collaboration with the research departments of the CIO and 
the United Automobile Workers. We have accepted your committee’s invitation 
to appear and discuss the Consumers’ Price Index of the Bureau of Labor Statis- 
tics out of a sense of obligation to make whatever contribution we can and 
with a sincere hope that your committee will make recommendations that will 
lead to immediate improvements in the index and to the establishment of con- 
structive machinery for its continuous improvement in the future. 

A reliable Consumers’ Price Index can be useful for many purposes. In a 
period of rising prices, it has been used in collective-bargaining agreements to 
provide automatic speedy adjustment of wages to the increase in prices. Work- 
ers’ living levels may thus be partially protected from deterioration. Several 
CIO unions have sought such protection. Other unions have used the information 
during their negotiations on wages. A Consumers’ Price Index is also essential 
for many types of economic measurement and analysis entering into the deter- 
mination of national policies. 

The Consumers’ Price Index of the United States Bureau of Labor Statistics 
is undoubtedly the best such index available in the United States. It is cer- 
tainly the most widely used one in collective-bargaining negotiations and agree- 
ments. It has been adopted in contracts embracing more than 8,000,000 workers 
as a means, however insufficient, of adjusting wage rates to the rise in prices. 
It’s the only presently available measure for assuring workers some degree of 
protection against runway inflation. Nevertheless, the index has a number of 
important defects which can and should be corrected with a minimum of delay. 
In addition, there are areas of policy decision regarding the measurement of 
changes in prices paid by the wage earners and lower-salaried clerical em- 
ployees and changes in the cost of living which require further exploration and 
resolution. 

In preparation for this testimony, a subcommittee of CIO research directors 
has reviewed our experience with the BLS in this field, and we have developed 
recommendations that we are certain will improve the measure and eliminate 
unnecessary controversy in the difficult years ahead. We want to see the Bureau 
produce as good an index as possible, providing at the same time full informa- 
tion as to what the index does and does not do, as to changes that are made in 
the index, as to shortcomings that need to be remedied, and as to the improve- 
ments which have to be made. 

We believe it will be most helpful to your committee to present a general 
statement of our position, to supplement it with detailed analyses of certain 
phases of the index as is done in our appended statements, and to answer what- 
ever questions you may have. 


PROPOSAL FOR CONTINUING TRIPARTITE COMMITTEE 


We submit for your consideration as our first recommendation, which we feel 
will be of great value in the coming months and years, that you further the 
establishment of a continuing tripartite committee which will have the respon- 
sibility, the funds, and the staff to explore the problems concerned with the 
index and the measurement of changing costs of living. The committee would 
develop recommendations to the BLS for overcoming defects that can be re- 
medied now, for the thorough-going revision now in progress and for the 
improved measurement of price and cost-of-living changes. 

Such a tripartite Committee might well be developed from the existing labor 
and business advisory committees to the Bureau on the Price Index. Three 
members chosen by the labor committee and three by the business committee 
should agree on three public members with adequate statistical competence and 
understanding. The nine would together constitute the Tripartite Executive 
Advisory Committee. It would supplement, not replace, existing advisory 
committees. 

The individual advisory committees can continue to function as they have 
hitherto and make their suggestions to the Bureau for consideration. The 
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Executive Committee would be organized to consider matters which the in- 
dividual advisory committees have been unable to resolve with the Bureau and 
which they believe should be fully considered. We are offering this proposal 
reluctantly as we would have expected greater receptivity to our proposals, 
experience, and insight. But the Bureau of Labor Statistics has tended to shy 
away from being particularly receptive to our suggestions and experience. 
Their preoccupation with the production problems of a statistical index has left 
them somewhat less responsive than they should be to developments in the life 
of the worker whose buying power they are measuring. 

For its work to be effective, the Tripartite Committee would have to have 
budget and staff assigned to it so that it could carry on special studies of a kind 
that the BLS in its preoccupation with the production of the index finds too 
little time to pursue. The greater the success the Executive Committee would 
have in developing joint recommendations, the less need there will be for unre- 
solved differences which have lingered over the years. The plan should be devel- 
oped so as to reduce rather than increase the time the Bureau’s staff would have 
to spend on consultation. 

Our reasons for this major recommendation will be clarified by first, a review 
of our experience with the existing methods of operation of the Bureau, and, 
second, an explanation of the specific problems relating to the index that require 
detailed exploration and effective solution. 

Our experience with the Bureau in this field extends back many years but it 
seems best to concentrate on recent events. <A special labor price subcommittee 
was established several years ago to deal with the complete revision of the 
Consumers’ Price Index that had been authorized by the Congress. This revi- 
sion depended on the grant of adequate funds especially for an expenditure 
study that would make possible the development of a new market basket to be 
priced each month. We had been urging the necessity of such a study even before 
the end of World War II, and tried each year to secure its incorporation in 
administration plans and congressional appropriation bills. We regret that 
Congress delayed so long in making necessary funds available, since the absence 
of such funds was one of the factors that placed the Bureau in the dilemma of 
attempting an interim revision in the absence of as much data as was desirable 
and necessary. 

The speical labor price subcommittee consists of seven persons as follows: 
for the CLO, Mrs. Katherine Ellickson, associate director of research, CIO, Nat 
Weinberg, research director, United Automobile Workers, and myself; for the 
AFL, George Brooks, research director, International Brotherhood of Pulp, 
Sulphite and Paper Mill Workers, Bert Seidman, research staff, AFL, and 
Lazare Teper, research director, International Ladies’ Garment Workers’ Union; 
for the Railway Labor Executives Association, Albert Epstein, research staff, 
International Association of Machinists. Mr. Brooks acted as chairman. 

The Bureau submitted to us various questions relating to the complete revision 
of the index. Then last summer, the BLS indicated that it wished us to con- 
sider proposals for an interim revision of the index because of conditions arising 
from the outbreak of war in Korea. 


THE INTERIM REVISION 


The proposed interim revision was discussed at numerous meetings and econ- 
ferences, with the Labor Committee requesting more information on important 
angles and making certain specific recommendations. <A letter of November 3, 
signed by George Brooks as chairman, summarized for the Bureau the unanimous 
views of the Labor Committee. These views previously had been expressed 
orally on various occasions. I believe the letter is worth quoting in full, as an 
indication of labor’s position at a mid-point in the process of making decisions 
on the interim revisions. Some references, which may not be altogether clear 
to your committee without further explanation, are dealt with in greater detail 
in later parts of our testimony. 

The letter is as follows: 

NOVEMBER 38, 1950. 
Mr. Ewan CLAGUE, 
Commissioner of Labor Statistics, 
Department of Labor, Washinaton 25, D.C. 


Dear Mr. CLacueE: This letter represents the unanimous views of the Labor 
Committee on the Revision of Price Indexes concerning the proposed revisions of 
the Consumers’ Price Index. 
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We share with you the desire to see the index revised as quickly as practicable. 
Until recently, we were perhaps more impatient on the matter than the Bureau 
itself. We do not now feel it to be inconsistent to suggest that the current 
situation makes it necessary to proceed with the greatest care in carrying out the 
revision program. 

We feel in particular that every change should be made which would improve 
the index. We would be pleased, as we have frequently said, to see the whole 
revision program greatly accelerated; we would not, however, regard selected 
revisions as a substitute for such an acceleration. This comment is directed 
specifically toward the Bureau’s memorandum of September 1. 

It may well be that the corrections to the index will be in part compensating. 
To introduce only these which move the index in one direction might be to make 
the index less, rather than more, accurate. 

With regard to the Bureau's proposals, we make the following comments: 

(a) Revision of population weights.—Such a revision is certainly desirable ; 
we believe, however, that changes in average prices caused by shifts of popula- 
tion from high to low cost areas or vice versa should be indicated in the index. 
While we do not know what would be the direction or magnitude of this effect, 
it seems to us inadequate merely to adopt a direct linking method. 

(b) Adjustment of item and subgroup weights.—We see no reasons for not 
proceeding immediately with such adjustments of item weights as reflect changes 
in consumer habits supported by adequate available data. 

(c) Adjustment of group weights——There can be no possible doubt as to 
the desirability of bringing the group weights up to date, but this is one of the 
points on which we feel that the Bureau’s conversion to haste may have been 
precipitate. Are the data adequate to the task? Are the seven cities in which 
expenditure surveys have been made representative of the 34 cities presently 
included in the index? Were the periods in which the surveys were made “nor- 
mal’? Or, if the “normal” is absurd (as it well may be), were the periods even 
approximately characteristic of anything that we confront in the immediate 
future? 

These are some of the questions which make us reserve our judgment on 
this particular point until we see the results of the tests which you propose to 
make. In the absence of such information, we cannot feel at all certain that a 
vevision of group weights would improve the index. 

(d) Refinement of proccdure for estimating changes in home-owner costs.— 
This is another point where we concur in the objective, but have some doubts that 
the proposed method of revision will in fact result in greater accuracy. 

Does the proposed stratification really make possible a higher correlation 
between tenant and home-owner costs? 

(e) Starting month for revised figures.—The committee holds very strongly 
to the view that the revisions should be carried back to June 1950, not to an earlier 
date. We think there is no justification whatever for carrying it back to Janu- 
ary 1950. 

(f) Correction for new unit bias in the rental component.—Our views on 
this matter have been frequently stated. We had assumed that the pending 
revision was a closed matter, awaiting only the completion of the necessary 
calculations. It is not, we trust, a “proposed” revision in the same sense as some 
of the others. If, on the other hand, the proposal refers to additional future 
adjustments, then we concur. Any further accumulation of new unit bias in the 
index should be corrected from time to time, until such time as it is automati- 
cally corrected in the index. 

The committee makes certain additional suggestions beyond the Bureau's pro- 
posed revisions, 

(a) The problem of income tares.—The fact that the index takes no account of 
income taxes is still a matter of deep concern to the committee. We are aware 
that there are technical problems in the way of including income taxes as an in- 
tegral part of the index. But we think that the failure to take account of such 
taxes is a far more serious matter. We urge that this problem be given pre- 
ferred status. 

It was suggested at one point that consistency might be achieved by elimi- 
nating all taxes from the index, even those which are included in the price of 
goods. This is of course completely unacceptable to the committee even if the 
suggestion were workable which it is not. 

(b) Conformity of BAB and BLS inderes.—We continne to be disturbed by the 
differences between the BAE and BLS indexes. There was once a time when 
these differences could be regarded with equanimity. The present situation 
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makes it impossible to be so casual. There is an increasing tendency, both in 
and out of Government, to tie price-wage movements, price supports and price 
and wage regulation to these indexes. The distribution of national income may 
therefore be substantially affected by the differing concepts of what a price index 
should be. 

(c) The problem of forced substitutions.—We continue also to be concerned 
about the extent to which, in the period just ahead, wage-earners may again 
be forced to shift to higher-priced products because the lower-priced lines are 
no longer available. We are not now reraising the problem of an increased 
standard of living, but are concerned only with the extent to which living costs 
are increased by the policies adopted by manufacturers during times of material 
shortages. We are not satisfied that the Bureau system of linking in these 
higher priced substitutes accurately represent the situation with which wage 
earners are confronted, and we urge a change of policy with respect to forced 
substitutions. 

(ad) Rent indexr—The forthcoming correction for “new unit bias’ will im- 
prove the rent index. But we are not satisfied that the downward bias in the 
index will be entirely removed by this change. ‘he assumption that home 
ownership costs move with rental costs is only one reason for continued doubt. 
We do not know the quantity of the error, but we feel that the Bureau should 
continue to press for further improvement in the rent index. 

(e) Publie statement on the index —We think the time is appropriate for 
the publication of a new statement on the index which will enlighten the users 
of the index as to its scope, its construction, and its limitations. We hope that 
the Bureau will issue such a statement as soon as practicable. 

In conclusion, we would like again to emphasize our desire that the revisions 
to the index be considered as a whole, and not piecemeal. We feel that it 
would be extremely difficult, if not impossible, to give a considered judgment 
of the effect of any one or two of the proposed revisions, without having before 
us a fairly complete statement on all revisions which the current program con- 
templates. We appreciate the cooperation of you and your staff in making 
information concerning the revisions available to the Committee, and we shall 
hold ourselves in readiness to discuss the matter further as often as is neces- 
sary or desirable. 

Sincerely yours, 





GEORGE W. Brooks. 


As the letter shows, we were concerned with genuine improvement of the 
index on the basis of adequate information. We also wished consideration 
by the Bureau of basic points extending beyond its more limited proposals for 
the interim revision. In an answering letter, the Commissioner of Labor 
Statistics dealt with some of our points and stated that the Bureau in the 
interim revision would adhere to the more limited scope of its own proposals, 

As the weeks passed, major discussions revolved around two points, the 
group weights and the link month. 

In regard to group weights, the Labor Price Subcommittee was unanimously 
of the opinion that the Bureau did not have adequate information for revision 
and that the timing of the proposed revision was poor. The CIO’s position 
was summarized briefly by Stanley Ruttenberg, CIO Director of Education and 
Research, on March 5, 1951, when the Bureau finally released the adjusted 
index: 

“The labor research committee recommended that the Bureau wait to revise 
the index until data for the year 1951 became available. We made this rec- 
ommendation because the pattern of expenditure for American families will 
obviously be different in 1951 than in the preceding 2 or 3 years. It will be 
different because consumer durable goods will not be available in 1951 and 
subsequent years to the same extent that they were available in the pre-Korean 
years. 

“During 1951, families will be spending, as a result of this and rising food 
prices, more money for food and less money for consumer durable goods. But, 
yet, the new index gives greater weight and importance to consumer durable 
goods expenditures and less weight and importance to food expenditures. This 
distorts the measurement of consumer prices. 

“At a time when this index is being used extensively in escalator clauses in 
collective bargaining contracts, we feel that it is unwise and unnecessary—par- 
ticularly in the light of inadequate information about the changing patterns 
of expenditures and the availability of consumer goods, and in the light of ris- 
ing food prices—for the Department, at this time, to issue a new index.” 
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In developing new group weights, the BLS had to rely mainly on expenditure 
studies made in seven cities, three for 1947, three for 1948, and one for 1949, 
Only a small number of families were studied in each city. Only two-thirds 
of these were of the type covered by the index, namely, families of wage earners 
and clerical (lower-salaried) employees. 

The size of this combined group ranged from 94 in Denver to 263 in Detroit. 
The total for the 7 cities was 1.153. The Bureau used supplementary informa- 
tion from various sources to adjust for changes to January 1950, and to extend 
the infermation to cities not studied. Much of the data did not specifically apply 
to families of wage earners and lower-salaries employees. Throughout this 
phase of the revision, much depended on judgment and much on estimating. 

The Labor Committee felt that the Bureau used bad judgment in undertaking 
a revision on such evidence in an index utilized in many agreements.  Con- 
fusion was bound to result. In fact, the Bureau made the commitment to revise 
the index before it had completed a detailed examination of the material so 
that it felt obligated to go ahead in spite of the difficulties that became clearer 
as the months passed. 

We believe the Bureau was motivated also by the results of a commitment 
made earlier to improve the rent component of the index. The Bureau has 
long recognized the weakness of this component; a weakness partly due to 
inherent difficulties of measurement, but also to the Bureau’s techniques. Union 
economists had repeatedly urged the Bureau to improve the rental component 
and to acknowledge its inadequacies. That, too, is a long story. To summarize, 
the Bureau, in 1949, committed itself to make a correction for the new unit 
bias. This bias was a downward lag in the index caused by the failure of the 
Bureau to measure the higher rentals of new units. As Commissioner Clague 
said in writing on February 20, 1951, “This correction was planned and an- 
nounced a year before the Korean War broke out.” The correction for the bias 
did raise the level of the index, and in fact turned out to be 1.3 index points 
up to January 1950 on the over-all index and 6.8 points on the rent component. 
Discussions with the Bureau's staff gave us the distinct impression that the 
Bureau wished to make other adjustments that would tend to lower the index 
so as not to have to explain why the level was suddenly raised by correction of 
the lag due to the new unit bias. 

The Burean did not, however, add the correction to the old index, and we 
consider this a definite violation of an earlier commitment. 

Again, we believe that the Bureau made a bad judgment on the choice of 
January 1950 as the date for linking in the new index. The date affects the 
level of the index. The choice is primarily a political rather than a technical 
one. The Bureau, in its September 1, 1950, “Statement of plans for the proposed 
interim revision of Consumers’ Price Index” had declared that “it will be made 
retroactive to June 1950, and published indexes for June 1950, and subsequent 
months will be revised.” On page 4 of the statement it declared that “as pre- 
viously indicated, June 1950 will be the link month of calculation.” But the 
business committee dissented, favoring January 1950. We were informed that 
the Commissioner would uphold the June 1950 link date. As the revision was 
delayed, members of the Bureau staff proposed that a more appropriate date 
might be January 1951, since it would be the most recent period and would 
retain the advantages of initiating a revision at the beginning of the year. 
The labor price subcommittee assented to this proposal as it met all of the argu- 
ments advanced in faver of January 1950, as against June 1950, and had the addi- 
tional advantage of coinciding with the proposed introduction of the revision. 
As a result of these differences, much discussion developed on this single issue. 
The Commissioner called in his advisory committee designated by the Ameri- 
can Statistical Association and discussed this matter with it. After a prolonged 
period of indecision and argument, we were informed that the earlier decision 
in favor of linking to June 1950 was reversed and that the Commissioner had 
decided in favor of the business committee’s recommendation. 


ADVANTAGES OF A TRIPARTITE COM MITTEE 


In the ease of the link-month date, as in many other decisions, the Bureau 
is obviously faced with a choice between differing interests on the part of labor 
and employers. We have long been aware of the profound effect upon the 
BLS of opposing pressures. Although the Department of Labor was created 
to advance the welfare of wage earners, it does not conceive of its function 
in a manner parallel to the Department of Agriculture in regard to farmers 
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or of the Department of Commerce in regard to business. The Department 
is continually under attack, with little justification, from business and anti- 
labor interests as being too partial to labor. The Dopartment’s staff, therefore, 
tend to feel that they must not only maintain an impartial attitude but lean 
over backward to prove it. 

We believe it is the clear responsibility of the heads of the Bureau of Labor 
Statistics to make decisions that confront them. Yet, we have the distinct 
impression that the Bureau has used an advisory committee of the American 
Statistical Association as a shieid for ducking responsibility. This committee, 
we are convinced, was given superior status to the business and labor advisory 
committees in the months of discussion on the interim revision. Labor's ree- 
ommendations were referred to that committee, but no opportunity was afforded 
for the interchange of views on an equal basis, or for our appearance before 
that committee for the presentation of our views. Another disturbing factor 
has been the influence of the Deputy Commissioner of Lubor Statistics, who 
is close to the Business Advisory Committee and has little, if any, effective 
contaet with the Labor Price Committee and who is administratively responsible 
for the index and participates in the making of basic decisions. 

We may also add that the Bureau has shown a marked reluctance to acknow- 
ledge the limitations of the index and therefore defended it to unreasonable 
limits. It is a statistical measure built on assumptions which provide a practical 
basis of Computation. The data are secnred from samples which are carefully 
developed to represent the most characteristic trends. On many items in the 
development of the index, judgments must be used to substitute for facts since 
the latter are unavailable or inadequate in volume. As a statistic, it does not 
measure all facets of each purchase, such as quality, discount, credit service, 
and other elements of the price. They and we, know of these limitations and 
difficulties. They are trying to do a good job. But there are inadequacies and 
areas for further research, possibilities for new techniques and opportunities 
for greater understanding and improvement through new and more extended 
data. But fearful that the acknowledgement of these and other limitations 
would diminish its acceptance and its standing, the Bureau people over the years 
and currently have soft-pedaled statements of the limitations of the index to 
the point of being silent on them. This type of defense has provoked more con- 
troversy and unfriendliness even among the critics whose sole purpose it has been 
to improve the ability of the index to measure price changes and to secure sup- 
plementary measures for disclosing the changes in the costs of living. 

We are recommending a tripartite committee with public members acceptable 
to the labor and management members because we believe that such a com- 
mittee will approach these problems with fewer inhibitions. Such a committee 
will highlight the common interests of all users of the index. The face to face 
thrashing out of all viewpoints where differences exist among labor and man- 
agement will permit a fuller understanding of the problems and allow the Bureau 
more confidently to undertake changes in the types of data they secure or in 
their methods of compilation or adjustment. An analysis of our recommenda- 
tions by such a competent committee, including as it will, outstanding academic 
statisticians, will result in recommendations which will improve the index. 

Another difficulty requiring correction is the repeated failure of the Bureau's 
staff to meet its projected time schedule on providing requested materials to the 
Labor Advisory Committee. This failure arises from the volume of prior claims 
of daily responsibilities or internal demands. The needs of our committee were 
deferrable items. We have, therefore, proposed that the Tripartite Committee 
should have its own budget and staff, specifically assigned to them and therefore 
available for special projects and exploration of problems not considered of first 
priority by the Bureau. 


CONTINUED PUBLICATION OF OLD INDEX 


The Bureau's decision to revise the group weights, and thus in effect create 
a new index, has caused confusion as to the meaning of many collective-bar- 
gaining agreements which have clauses providing for automatie increases in 
wages related to the Consumers’ Price Index. It now becomes necessary to decide 
whether to change the agreements to utilize the so-called adjusted index. The 
Textile Workers Union and the United Automobile Workers are illustrations 
of organizations that have reached agreement with emplovers to continue using 
the old index. We believe the Bureau has an obligation to continue publishing 
the old index for the duration of agreements previously signed which are tied 
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to it. The Bureau now says it will commit itself to continue the old index only 
through 1951. 

Our second recommendation to your committee is that you urge the Bureau 
to continue to publish the old index until such time as the collective-bargaining 
parties have no further use for it. It appears to us presumptious of the Bureau 
to tell the collective bargaining parties which index to use and to seek to impose 
its views upon them. Its function is to aid collective bargaining and not to 
complicate these proceedings by its own preferences. 


MAJOR PROBLEMS REQUIRING EXPLORATION AND SOLUTION 


As already indicated, the “adjusted” index of the Bureau, based on the recent 
revision, requires thoroughgoing revision as the Bureau and its Labor Advisory 
Committee have recognized for years. The Nation-wide expenditure study now 
being completed from date relating to 1950 will be helpful. But in view of 
changing expenditure patterns resulting from defense shortages, 1950 spending 
patterns will have to be brought up to date through supplementary data for 
1951 or 1952. It is essential that Congress provide suflicient funds for supple- 
mentary surveys, recognizing the unfortunate results of its failure to do so 
immediately after World War II. 

Many basic policy decisions arise in connection with a thoroughgoing revision 
of the index. There are many ways in which the expenditure data can be utilized 
to construct the new measure. The BLS has presented to our Advisory Com- 
mittee a series of technical memoranda raising such basic questions. It may 
be helpful to your committee for us to outline our present position on some of 
these issues so that you may better understand labor’s point of view and our 
reason for recommending the establishment of an Executive Committee of the 
Advisory Committees with its own staff and budget. 

First, the index should continue to be based on the expenditure patterns of 
wage earners and lower salaried clerical employees. These were the groups 
chosen for establishing the 1934-86 market basket. Both the Labor Advisory 
Committee and the Business Advisory Committees have recommended continued 
application of the index to these groups. We gather from the attitude of the 
BLS staff at the last meeting of the Labor Price Subcommittee that the Bureau 
is inclined to decide otherwise. We have observed an increasing tendency on 
the Bureau’s part to include among the commodities priced items not typically 
purchased by wage earners and lower salaried employees. The over-all data 
used in the interim revision to adjust the limited expenditure study results 
represented all income groups. The inclusion of such data tends to undermine 
the representativeness of the index as a measure of price changes for wage earn- 
ers and lower salaried employees. 

There is undoubtedly need for measures of price change that can be used to 
adjust dollar figures of national economic indicators for price changes but a 
special index designed especially for that purpose should be created. It 
might be built up from additional indexes for various occupational groups, To 
serve the purpose in mind, all of these indexes should seek to measure price 
changes in the same way. 

Second, we also urge that consumer price indexes be developed for the lower 
income groups corresponding more nearly to the level of income represented by 
the WPA emergency sustenance budget. This would serve to measure the 
changing needs of families on relief and in similar circumstances. The move- 
ment of prices for this group is more rapid in a rising market. The absence 
of a special index to measure price changes for this group tends to under- 
state the correction factor necessary to maintain their buying power. The 
need for such a special index was acknowledged by the various committees 
which have investigated the problem of measuring the rise in the cost of living. 

Third, the Consumers’ Price Index should continue to be based on a fixed 
market basket so that it can be used to measure changes in real wages and 
salaries. Under rapidly changing market situations, such as arise in wartime, 
certain substitutions will be necessary. But we fear that there is a growing 
tendency in the Bureau to depart from the concept of the fixed market basket. 
The proposal for consumers’ panels, which has merits for some purposes, should 
not be used for frequent revision of group and subgroup weights. The market 
basket is the yardstick by which the Bureau measures changes in prices. Such 
measurement hecomes meaningless when the yardstick constantly changes 
in size. The Bureau of Labor Statistics defended its index in the controversy 
during World War IT by indicating that it measures the cost of a fixed market 
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basket. It did not seek to “measure changes in family expenditures resulting 
from changes in income or in the place or manner of living.” 

We recognize the necessity for periodic changes in the market basket as oc- 
curred in 1940 when the changes in consumer expenditure patterns revealed by 
the 1984-36 surveys were used. But we don’t believe that a consumers’ price 
index which constantly changes the market basket can serve its purpose. 

On the other hand, we are all in agreement that the Consumers’ Price Index is 
not a full measure of changes in cost of living. There is a great need for a sup- 
plementary measure of such changes. It is very important to the worker who 
is trying to maintain his family’s well-being that there be adequate compensa- 
tion for changes in the cost of living. While this factor remains unmeasured, 
no matter how completely wages are adjusted to changes in the Consumers’ Price 
Index, the worker is not maintaining bis standard. 

The Bureau has been unwilling to undertake the construction of a meas- 
urement of these costs. During the last war, it evaded its responsibilities in this 
field by declaring it was not measuring the full cost of living. We urge as our 
fourth recommendation that the executive committee which we have proposed 
and the Bureau of Labor Statistics be instructed to develop a technique for the 
measurement of these changes in the cost of living arising from factors other 
than price changes, 

The controversy during the last war shed considerable light on many of the 
factors involved in this discussion. There are increases in the cost of food 
which arise from the greater use of restaurants and prepared foods in the 
place of home-cooked food; the increases in the expense of clothing resulting 
from the more frequent public appearance; the less time available for repairs and 
maintenance of clothing at home; the necessity to buy replacements more fre- 
quently; the increase in the cost of household operation through the greater 
use of mechanical devices and more hired household aid; the increase in the 
cost of living through greater use of laundries, telephones, and transportation 
facilities. There is also the rise in cost due to the necessity for workers shift- 
ing to defense jobs, including the cost of moving, establishing a new home, and 
so forth. As the general pattern of living changes with the introduction of new 
facilities, the worker incurs the increased cost of conforming to that pattern. 
All of these are part of the general rise in cost. Trade unions and employers 
are definitely interested in a careful measurement of these costs. In some 
cases they will seek to compensate workers for the increased expense. It is the 
responsibility of the Government to produce an appropriate measure of these 
costs. 

Consumers’ panels can serve to fill this gap if the sample is adequate and the 
plans of investigation are designed to provide the information hecessary to 
develop the supplementary calculations on the changes in the cost of living as 
distinct from changes in consumers’ prices. 

In addition, the panels can be particularly valuable in providing nonquantita- 
tive information on changes in patterns of selling and purchasing and on the 
general experience of Consumers in attempting to meet their needs in a con- 
stantly changing market situation. For example, knowledge that women have 
to shop in many stores before they can fill their families’ needs will be highly 
pertinent in relation to problems of absenteeism in defense plants. 

Another area of considerable difference exists respecting the procedures fol- 
lowed by the Bureau in linking in changes resulting from the substitution of 
commodities outside of the Bureau’s commodity specifications, changes in types 
of stores priced, or changes in the relative importance of communities. The pro- 
cedures have tended on the whole to minimize the effect of the forced substitution 
of higher-priced goods for lower-priced ones by linking them in so that only the 
increases in the price after the date of linking are reflected. We, therefore. pro- 
pose as our fifth item that full publicity be given to the changes which are made, 
methods of their caleuiation, and that the full price change of all forced substitu- 
tions of higher-priced goods be reflected in the index. 

Sixth, we believe that all increases in cost due to the disappearance or decline 
of special sales and the appearance of black-market operations should be reflected 
as price increases. The Bureau should modify its techniques to achieve these 
purposes. For example, the Bureau should reestablish and extend the practice 
of actual shopping instead of placing complete reliance on the Sstorekeeper’s 
report. 

As a seventh item, we suggest more deliberate efforts to establish quality 
standards in specifications so long as specification pricing is utilized. Informa- 
tion for the determination of quality is available on some items; more has to be 
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developed. The importance of some items in the expenditure pattern is deter- 
mined by the replacement ratios. Unless quality information is available, it is 
impossible to know whether the pricing is done on exactly the same type of 
commodity from month te month. In many areas the absence of precise specifica- 
tion has resulted in a basie departure from the distinguishing character of the 
Bureau's index ; namely. specification pricing as contrasted with “most popular” 
item pricing. The Bureau should undertake joint studies with the Bureau of 
Standards to develop quantitative values for changes in quality so they may be 
reflected in the index. 

The Bureau has wisely developed information that enables it to divide foods 
into so-called families whose prices tend to move in unison. This permits con- 
siderable saving to the taxpayer. However, changing conditions, particularly in 
a defense period, may upset previous price relationships within these families. 
Price control may have an uneven effect. The BLS has agreed this matter must 
be watched, and as our eighth proposal we urge the Bureau to give full publicity 
to its findings. 

As a ninth item, we urge that careful consideration should be given-to the 
differences in methods of pricing used by the BLS for the Consumers’ Price 
Index and by the Bureau of Agricultural Economies for its Index of Prices Paid 
by Farmers for Family Living. The two indexes are comparable in function 
since each is employed in determining the incomes of important segments of the 
population, The BLS index is used in deciding national policies on wage regula- 
tion. The BAE index enters into the parity formula’ and thus into national 
regulation of farm prices. There are many differences in the methods used in 
the two indexes. Their movement has been dissimilar, with the BAKE index 
showing a rise of about 33 percent more than the BLS index over the prewar 
base. A survey of the differences between these indexes was made in World War 
Il. and we have repeatedly urged Government agencies again to examine the 
question. We do not imply that the two indexes would behave in the same 
wav. There are differences between the patterns of farm and city living. 

The point we are especially concerned with at the present time is the differ- 
ence in methods of pricing. The BLS obtains prices for a particular item, 
which is described in detailed specifications. The BAE does not have such 
specifications and gives storekeepers the following instructions: “Quotations 
given should be for kinds most commonly sold to farmers where no specific 
item description is indicated.” Usually item descriptions are generally, such as 
“men’s suits, wool, with one pair pants’: “women’s coats, light weight”; “living 
room suite, 2-piece, upholstered”; “ham, not sliced.” 

These two different methods of pricing bring different results in the movement 
of the indexes. The BAE method is more flexible and tends to result in greater 
rises during good times or inflation and in greater drops during deflation. At 
the time when the farmer relies on it for support in setting a floor under prices, 
it exnggerates the drop in prices actually paid by the farmer. The worker finds 
the BIS index to be most inadequate in periods of rising prices. We are not 
contending that either technique is correct or incorrect, but a disparity in effect 
results from the difference in method. We believe that a uniform method of 
pricing should be used for consumer price indexes. 

Finally we want to call attention to the present BLS policy of excluding 
personal income taxes from the Consumers’ Price Index. The exclusion origi- 
nated primarily from the fact that such taxes were not until recently a factor in 
the life of the wage earners and the lower income clerical workers. Such taxes 
are incloded in the consumer price indexes of a number of other countries. But 
the Bureau has been unresponsive to the proposal te explore inclusion of income 
taxes in the index. The Bureau has neglected its function of determining the 
real position of the wage earner. The Bureau has been willing to estimate the 
real take-home pay after the deduction of taxes, but it has been unwilling to 
build nn estimates on the rise in income necessary to equal the purchasing power 
enjoyed by the worker in a hase period, 

It is unnecessary for us to point out that corporations report their incomes 
today in terms of profits after the deduction of taxes. Corporate executives 
also arrange their compensation to assure higher net income after taxes through 
deferred compensation schemes and stock purchase options and other techniques 
devised hy their tex consultants. We are interested in getting a carefully com- 
puted and reputable measurement of the current income required to maintain 
the buying power of the base period. And we believe that the Bureau of Labor 
Statistics is obligated to prepare such a measurement if it is required in the 
promotion of sound collective bargaining. We have asked them to work out 
procedures and consider the calculation of a supplementary index. 
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We are submitting additional memorandums on specific components of the index 
which will illustrate the issues raised in this statement and which point to the 
areas which the suggested tripartite committee can review and act upon. 

Mr. Barkin. Our position before you here is the result of many 
years of constant contact, use, and interest in the Consumers’ Price 
Index. The Consumers’ Price Index has been an instrument of con- 
siderable importance in labor negotiations and in the adjustment of 
wages through these many years. It has been our interest to con- 
tribute to the constant improvement of the construction of the index, 
and to assure the production of one which will be most representative 
of the facts as they are available. 

The production of an accurate, faithful. and precise index is not 
merely a desire of statisticians and it is not merely a statistical pro- 
duction. it is imporiant to the lives of so many of us, since it is the 
only way in which, in current collective bargaining proceedings, we 
can seek to adjust wages to these changes in prices. 

We have used the Consumers’ Price Index in collective bargaining. 
Employers have been willing to use it, as well. We have found a com- 
mon meeting ground on this index and thereby facilitated our collec- 
tive bargaining. 

Both employers and trade-unions are interested in making it as 
accurate and as precise as possible, because many of our agreements 
depend upon its accuracy and its faithfulness in depicting the facts. 
But. like all statistics, they are instruments which try to summarize 
the complexities of life and the many things that occur about us; and 
life cannot be easily summarized in a statistic. 

It is consequently incumbent upon all users, as well as the producers, 
constantly to examine the product and the methodology and the means 
used to get at the result, to assure ourselves of its constant faithtul- 
ness in the process of time, because statistics produced for one time 
may not equally be applicable to a later date. Life changes, and sta- 
tistics must change. 

We are presenting to you a summary of our experience over the 
years. For example, I personally have been in an advisory capacity 
with the Bureau since about 1939 as a member of a labor advisory 
committee, and so have my associates been in that capacity over the 
years. 

We do not want, today, to itemize the specific comments we have 
about the details of the index. They are varied and numerous, and 
deal with many technical, minor phases of the production, all of which 
affect the result. 

We therefore will try, first of all, to give you a summary of what 
our representations have been to the Bureau, and those which we offer 
you today, all with the hope that you will see the wisdom of them and 
will facilitate their adoption by the Bureau. 

In many instances the Bureau agrees with the spirit and with the 
conclusions which we reach, but has done little to implement those 
conclusions. In other places, they are not in agreement with us. And 
in still other cases, while they agree with us on the principle, they have 
departed from it in practice. 

Therefore, in summary, our recommendations and our suggestions 
are as follows: 

First of all, a procedural recommendation. As you have no doubt 
heard from testimony of the Bureau, the Bureau now has a Labor 











212 CONSUMERS’ PRICE INDEX 


Advisory Committee on Prices and a Business Advisory Committee 
on Prices, as well as a committee from the American Statistical As- 
sociation. 

We suggest that there be organized a supercommittee, representa- 
tive of the Labor and Business Advisory Committees, who might 
agree upon representatives of the academic professions, statisticians 
of outstanding note, who would act as public members, protectors 
of the profession and protectors of the public interest and, as well, 
act as independent judges of many of the suggestions which we make. 

One of the problems, as our statement develops at considerable 
length and as our appendixes suggest through recitation of case his- 
tories in connection with specific problems arising in the production 
of the index, is that we have found that the staff of the Bureau, as 
well as those who are policymakers of the Bureau, have, over these 
many years, been most reluctant and hesitant about the free consid- 
eration of suggestions which have come from the advisory commit- 
tees, and particularly from ourselves, who have had an advisory or- 
ganization for well over 10 years. This resistance and reluctance 
and hesitance, or unresponsiveness, which are the kinds of reactions 
which we have met, have not only created suspicions, but have like- 
wise impeded the free flow of knowledge and information among the 
groups, as well as hardened the statistical arteries. 

I would refer this kind of thing to you: I would say the unwilling- 
ness of the Bureau and its staff, and particularly I would say its pol- 
icymakers, freely to exchange and to examine proposals, which is 
probably a more accurate way of stating it, which we have made over 
the years: the hesitance to concede that, as a statistical product, the 
index needs thorough reexamination from time to time and that its 
details need constant reexamination, have been evidenced by the fact 
that they have shunted suggestions aside, delayed in their examina- 
tion, and have created a situation where we have been most uncom- 
fortable with their response. 

You have no doubt heard—and if you haven't had reference to the 
fact, you will—that during the war period there was a dispute con- 
cerning the Consumers’ Price Index and its inaccuracies, or limita- 
tions. Much of that dispute was precipitated by the unwillingness 
of the Bureau to examine the index and its complete defensiveness. 

Just about a half-year ago, I believe, a report was issued by a group 
interested in public administration—the Committee on Public Ad- 
ministration Cases. That group is a public body which has been set 
up by some foundation to examine procedures in Government. It 
concluded that much of the controversy was created by the Bureau’s 
unwillingness freely to examine the criticisms of various groups, and 
that group concluded that Mr. William Davis, who was chairman of 
the President’s committee that examined the index, made a great con- 
tribution by merely inviting free examination of the criticism which 
had been directed against the index. 

We believe that many of our suggestions, our insights, our expe- 
riences, which we offer to the Bureau, would be adopted in one form 
or another if the Bureau freely gave of its time and its understanding 
to examine them and to judge them on their own merits. 

We have so much faith in the fact that our constant experience with 
the index does produce worth-while and important comments and 
criticisms, that we are willing to submit it to a tripartite agency, with 
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management represented and with the academic profession repre- 
sented, and to an agency devoted primarily to the examination of 
suggestions designed to improve the production of the index. 

We have included in our statement a copy of a letter, which is on 
page 5 of our testimony, a copy of a letter submitted by the Labor 
Advisory Committee, or Labor Price Subcommittee, for the revision 
of the Consumers’ Price Index. This letter represents the unanimous 
opinions of labor economists and statisticians serving in a subcom- 
mittee to the Bureau, indicates the spirit in which we have offered 
our advice, the constructive nature of the suggestions that we have 
offered, as well as the substantial contribution which our advice does 
make to the development of the index. 

I may note that the committee which submitted this letter, which 
is the result of many long conversations with the Bureau through our 
subcommittee, consists of seven people. There are seven persons, 
three of whom are from the A. F. of L. and three of whom are from 
the CIO, and one of whom is associated with the International Asso- 
ciation of Machinists, which at that time had not been directly affil- 
iated with the American Federation of Labor. 

These are the unanimous views of the subcommittee. We were 
concerned, at the time the letter was written, with the plans for the 
interim revision of the’index as presented to us by the Bureau. And 
we examined each one of the proposals which had been offered, and 
submitted our views as to the appropriateness of each one of the sug- 
gested changes, as well as offered views on what other changes were 
necessary in order to make the index more accurate. 

For example, on page 5, we made a comment about the revision of 
population weights. We said it was desirable, but we also indicated, 
as noted in No. (a), that we did not approve of a direct linking method 
of the inclusion of population changes, because by that method the 
increased importance of the larger cities and the growth of 
cities was completely taken out or deleted from having any effect upon 
the index itself. We compared it, in conversation, with the Bureau's 
wage index. The wage index reflects the changing composition of 
industry. If the durable-goods industries become more important, the 
index reflects more and more the effect of the wage scales in the 
durable-goods industries. 

But under the method of construction of the index which the Bureau 
uses on the Consumers’ Price Index, the growth of the importance of 
one community and the decline of another community does not affect 
the actual rate of the index, so that the effect of change of population 
is omitted. 

Then we examine problems, as we indicated on page 6—the adjust- 
ment of group weights which are finally reflected in the interim 
revision. 

As is indicated in our statement, we had great doubts about the 
soundness and propriety of making an interim revision based on 
group weights for the components of the index—that is, how much 
weight food should get, and rent, and housefurnishings, and the other 
items. We recognize, and we told the Bureau time and again we recog- 
nize, that society in 1950 is different than society in America in 
1935, but what we are insistent upon is that when changes are made, 
they be documented with the most complete information that it is 
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practicable to get; that is, practical in terms of money, and practi- 
cal in terms of the availability of data. 

What we objected to is twofold: In the interim revision, with respect 
to the weights of the components, we objected to the fact that it was 
based on a most limited sampling—so limited, in fact, that the lay- 
man would be outraged at the concept that so important a change 
in an index determining the wages and lives of millions of people 
could be built on so small a number of studies or samples or persons 
interviewed. As statisticians, we are probably not as outraged or as 
amazed as the layman would be, because we know that statistics are 
built on careful sampling. But there is a limit to the smallness of 
the size of the sample upon which you make so important a change. 

On page 10, we indicate that the whole adjustment was built on 
1,153 family interviews with wage earners’ and lower salary clerical 
workers’ families. 

When you get into several of the individual cities—Manchester, 
144 families were interviewed, and the results served as the basis of 
change: Richmond, 121 families; Washington, 156 families; Denver, 
04 families: Detroit, 263 families; Houston, 189: Memphis, 236, 

It was on the basis of this series of cities, and those families, that 
the change was made. These were 7 cities of the 34 which were 
included in this basic index. 

Now, we understand, as I indicated, that the index is an extra- 
polation of materials secured from samples, and they are carefully 
made, and the samples are carefully developed, but nonetheless there 
is something like being a bit cautious, even if you take the greatest 
precaution in developing the materials that you have. 

This seemed to us to be a very inadequate base on which to make 
the interim change, particularly when the Bureau has taken such an 
overcautious attitude in all of the other components of its own index. 
The Bureau has always said, “We cannot make adjustments for up- 
trading, for quality deterioration, for sales, for the numerous items 
which go in to make the problem of pricing very difficult.” And they 
have been unwilling to make adjustments because they have indicated 
that they do not have enough data, or too much estimating has to 
be done, or they say, “We can’t be precise.” 

And we have said, now, in the most important fact concerning the 
index, in the weights of the components—because there is nothing more 
iuportant than that—they have not been as cautious. Once you set 
the components, no matter how much change there is within a com- 
ponent, it is limited by the importance that you assign to clothing, 
food, rent, and so on, And nevertheless, despite its caution about the 
details, we thought it threw caution to the winds when it adopted the 
results of so meager a survey in making the interim adjustment, par- 
ticularly in view of the Bureau’s attitude in 1940, as found in a reprint 
from which Lam quoting. It is the Monthly Reprint No. 156 from 
the Monthly Labor Review for August of 1940—-and in this reprint, 
page 2, we quote—it is the last paragraph on the page: 


Among the more important studies indicating the extent of the change during 
the decade are the Bureau of Labor Statistics Survey of Expenditures of Federal 
Employees in Fifty-two Cities, made in 1927-28, and of Ford employees in Detroit 
made in 1929, and the study of the expenditures of Federal employees in the Dis- 
trict of Columbia made in 1933 by the Bureau of Labor Statistics and the Bureau 
of Home Economics. None of these studies, however, provided the complete in- 
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formation on the family expenditures of the wage earner and clerical group in 
large cities throughout the country which was required to provide a systematic 
basis for the revision of the cost-of-living index. 

It has been our contention, in connection with this particular argu- 
ment, that inasmuch as there is a current program for the complete 
examination of the index, because of these expenditure surveys which 
were being made en masse, it was important for the Bureau not to 
make this interim revision. 

The other consideration which we offered and argued was that in 
view of the regulations by the NPA and the OPS and other govern- 
mental agencies, and the shortages which are impending, we cannot 
use the pattern of 1947, 1948, and 1949 as a basis for revision. 

Sut the imporiant thing, really, is this: Let us really build the index 
on careful accummlation of fact. We want to take the Bureau at its 
word. Let us be cautious and careful. 

An illustration of the fact that we and the employers in this country, 
and the Government, do not really have enough faith in this index to 
want to tie wages to it, isthe fact that the three major users of the index 
for the adjustment of wages have not adopted the adjusted price index, 
and use the old one. [Tam referring to the automobile industry, where 
GM and the other companies are still using the old index: and my 
own union, which is one of the large users of this index, still uses the 
old index: and the railroad unions, which have signed a wage contract 
approved by Mr. Eric Johnston and negotiated under governmental 
aegis, also ties wages to the old index. 

We are indicating the spirit in which we have made suggestions, 
and the concepts and suggestions which we have made are here. 

Our second recommendation is: 

We have urged the Bureau to continue the publication of the old 
index so long as the collective-bargaining parties use it in their con- 
tracts. We do not want the Bureau to force us, by its refusal to 
publish carefully and completely the facts on the old index, to force 
us to adopt the new one, the adjusted one. They may believe in it, 
and that is their privilege, but if we believe in and prefer to use, in 
collective bargaining, the old index, we want them to continue to 
publish it. 

They are not to be the arbiters on that particular issue. However 
much their own predilection may be in favor of what they have de- 
veloped, unfortunately the Bureau has said in effect that, “Well, we 
don’t know whether we will keep producing it after the end of the 
year, and probably we won't, and 1 is best that you adopt the new 
index, anyhow, because that is what we call the index on consumer 
prices.” 

Mr. Forsyrie. When vou talk about the new index, are you talking 
about the interim index or the index which will be put out when the 
survey is completed 4 

Mr. Barkin. The interim index. 

Mr. Forsyrmr, All of the criticism in the first point that vou are 
making is aimed at the interim index, and you do not claim those 
same criticisms of the projected new one / 

Mr. Barkin. Well, that isn’t in existence vet. 

Mr. Forsyrue. I realize that. But my point is that some of your 
criticisms may be satisfied by the new index when it comes out, and 
you are not taking a position on that ? 
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Mr. Barxry. That is right, and, as a matter of fact, we are work- 
ing with the Bureau very closely on the most detailed technical docu- 
ments, wading through problems, trying to give them our advice in 
the production of the new index. But my comments are not concern- 
ing the new index at all, because neither the Bureau nor ourselves 
know anything about what it is, and most of the important policy 
decisions, I believe I am accurate in saying, have not been made. 

Mr. Forsyrue. But you are working with the Bureau on the new 
index very closely / 

Mr. Barkin. Very closely, and we have meetings at least once 
every 2 months, or, more accurately, one every month. 

Mr. Merron. On that same point, were these contracts that you 
mentioned negoti: ated prior to the establishment of the interim index ? 
For instance, take your own Textile Workers Union. 

Mr. Barxrn. Yes, sir. 

Mr. Morron. When a contract was negotiated, the only index avail- 
able to you was the old index, was it not? 

Mr. Barkin. That 1s correct. 

Mr. Morron. And since the contract was based on that, that is 
another reason for following it rather than taking any other ? 

Mr. Barkin. Except there were provisions in the GM _ contract, 
and a number of our contracts, for adjustment to a new index 
such new index appeared during the life of the contract. 

Mr. Morron. But neither party has seen fit to press that point 
since the interim index appeared ¢ 

Mr. Barkin. That is correct, and, as a matter of fact, we have 
avoided it. When the new index appeared, that issue arose during 
the course of the negotiations, and the parties agreed not to slot in 
the new index, but to continue to use the old one. 

Now, there are so many matters, obviously I am trying to pick 
out the more significant high lights in our statement. 

I have indicated to you the basic recommendation for a tripartite 
committee. We know of no other way of getting at this but to get 
some committee that is composed of people who are not concerned 
with the daily production problems, and not in a defensive mood, but 
who want to judge these things on their merits. People apparently 
prize their own product so much that they are a bit reluctant to 
examine the proposals and give them all of the weight and assign 
all of the merit to them that is necessary and just. 

Again, as I said, if the Bureau, during the war period, had dis- 
played the spirit represented by Mr. Davis’ examination, many of 
the difficulties and the industrial unrest which was produced by 
that controversy would never have come to life. Just to prevent 
national conflict on so technical a matter justifies the creation of this 
kind of tripartite committee. 

In all labor relations, and in all of our human society, it is im- 
portant for us not to be bogged down on discussions and contro- 
versies about the technical matters. We should try to come to grips 
and understanding on them, because there are enough things for us 
to battle about and to differ about, and that is what we are plead- 
ing for. 

Of course, that committee would have to have a modicum of staff 
to be able to function and to examine. We have the greatest of faith 
in the technicians of the Bureau. We refer issues to them, and we 
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take their advice, because they live with these matters, and we bring 
our sensitivities and our experiences and our insight, and we exchange 
them. But this committee can call on many of the staff to help 
them examine these problems and make field studies on specific issues, 
tosee whether or not there is merit in the proposal. 

Furthermore, we do not request that this committee’s findings and 
recommendations be binding on the Bureau. We do believe that the 
recommendations made by such an agency would carry such weight 
that the Bureau would reexamine its procedures and adapt them to 
the most meritorious recommendations which are offered. 

The second proposal which we made is, as [ indicated to you, that 
the old index be continued to be published. That is a routine matter, 
but one which the Bureau hasn't seen fit to see eye-to-eye with us. 
We think that the Bureau is making a great mist: ike, and it will be 
precipitating a conflict on a matter on which there should not be any 
conflict—the continued publication of the old index while we need it. 

There is no matter of principle, there is no matter of major ditfer- 
ences of opinion among the users of it. There is apparently a matter 
of professional or the producer’s pride in his own output. 

And, very frankly, we are very much disturbed by it, because we 
have told the Bureau of our attitude. We have told them that we 
would have to refer the matter above us to the officers of the trade- 
union movement. 

We would much rather settle these things on the professional level, 
because this matter of continued publication should not be one in 
which industrial controversy should be created. 

Now, there are a great many other problems which we outline here, 
on the behavior of the officers or policymakers or executives, whatever 
the best word is for the men who make the policy decisions, men and 
women who make the policy decisions, in their relations with us, which 
necessitate the creation of the tripartite committee. 

You know, we in the labor movement, and in labor relations, have 
a very interesting experience. The mediator who doesn’t bring the 
parties together, and keeps them separate, never adequately com- 
municates the ideas of one party to the other. Tle fears he may be 
overstating or understating the representations of one group. Sooner 
or Jater, you have to bring the differing interests together in the one 
room, eye-to-eye, so that their differences will be voiced in the words 
and through the personality of its own advocate. 

The Bureau, I think, has been handicapped by the fact that it has 
a Business Advisory Committee, and a Labor Advisory Committee, 
and the American Statistical Association Committee, and never do 
the three meet. 

We have offered, the Labor Committee has offered, to meet with the 
Business Committee, and there has been no formal arrangement for 
us to meet with the American Statistical Association Committee. 
And one of the virtues of such a tripartite committee is that we would 
look each other right in the eve and say, “Now, this is what we be- 
lieve, and here are our reasons, and we are willing to convince you: 
and if we can’t, we will try again. We can come to an understund- 
ing. You have views and we have views, and these are the views of 
the users of the index, and these are the views which we would like 
to promote.” 
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Now, these are our views concerning the present administrative rec- 
ommendations. We have a number of other recommendations which 
really deal with the present index and the work of this committee, 
and what the Bureau should do. 

For example, our first recommendation of this character is on page 
14. It, Mr. Forsythe, relates in part to the decisions which have to 
be made for the new index. As a matter of fact, many of them are 
prompted by our lack of ease and comfort with some of the ideas which 
the Bureau is presenting to us in connection with the new index. We 
think their thinking will depart from the original purpose of the 
index and will result in an index which will not be of any use, or will 
be of less use and create more controversy in the field of wage adjust- 
ment in terms of price changes. 

Asa first recommendation, I will explain what we mean. We want 
this index to relate to the buying habits, to the expenditure patterns, 
of wage earners and lower-salaried clerical workers. ‘That is what 
it was created for, and that is how we have used it, and that is what the 
Bureau has defended. 

In the last war when people said, “Let us make it something else,” 
the Bureau has said, and the statistical committees that examined it 
said, “All this does is measure the change in prices of the things 
bought by the wage earner.” 

Unfortunately, there is a fact which is militating against this posi- 
tion. The Bureau consists of statisticians; and as statisticians, they 
have more interests than merely measuring the changes in the cost 
of living of wage earners. Our interest is in wage earners and lower- 
salaried people. 

On some other occasions I may tell you that we are interested in 
measuring prices and the cost of living tor other people. But in con- 
nection with this index, that is our preeminent interest. 

But the Bureau of Labor Statistics consists of people who have 
broader statistical interests. It is very legitimate, but that is not 
what they are producing. 

For example, in the current discussions which we are carrying on 
in connection with the new index, there are strange suggestions made, 
not completely voiced, but sutliciently suggested to disturb us; namely, 
if is a suggestion that the index should be an all-purpose index. It 
should try to serve the purpose of deflating the general purchasing 
power of all people in this country. They are trying to get away from 
the gen of measuring merely the wage-earner group. 

Mr. Forsyrur. How do you define the wage-earner group, Mr. 
Barkin ? 

Mr. Barkin. We have stood by the definition which the Bureau has 
used to date, namely, the group with the average expenditures, back 
in 1934 to 1936, of $1,524. Now, if you raise that by the 8414-percent 
increase, you get the income which it represents. I think it is about 
>2.500 at the present time. That is the average. There is a spread 
about it of 20 or 25 percent, I think, on both sides of the average. 

That is the group we are measuring. 

Mr. Forsyrne. Your objection on this point is that they are going 
too high in measuring income groups, or you are afraid that they will 
70 too high? 7 

Mr. Barxix. We are afraid that they will go too high, because the 
memoranda which they are proposing will result in the broadening of 
the sample of people whom they will investigate. 
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As an illustration, when they studied the Manchester group, they 
made a survey of expenditures of all people in the population. In 
making their adjustment for the interim index, they only used 144 
families, which represented 78.7 percent of the families which they 
surveyed. 

In another case, in Denver, they used only 59 percent of the familhes 
which they surveyed. 

We want them to limit it to that wage-earner group. 

Mr. Forsyrne. You want them to limit the survey to the wage- 
earher group ¢ 

Mr. Barkin. No; the index. 

Mr. Forsytire. Well, isn’t that what you have just said they did? 

Mr. Barkin. They did, but we believe their present thinking in 
the reconstruction of the index indicates that they are going to depart 
from that particular procedure. 

Mr. Forsyrur. Then, let ime recapitulate, if I can: You do not 
object to their sampling whatever groups they want, but when they 
pull out the families to construct the index, you think it should be 
within the wage group that you have mentioned / 

Mr. Barkin. That is correct. 

Our second suggestion is that the Bureau produce an index of a 
lower-income group, which is represented by persons on relief and 
in other similar circumstances, namely, an income group close to that 
of the WPA emergency sustenance budget. I am referring to that, 
because it is a very clearly defined budget. It so happens that I am 
technically well acquainted with it. I have priced it and I have worked 
with it. It represents a completely lower-income group, for which 
prices rise more rapidly during periods of rising prices than for the 
income group Which is now represented by the index. 

For example, many relief agencies of this country and many people 
working with persons who are aged and retired, are trying to find 
out how much you should pay them, and what do these people need, 
and what is the change in price level required in the way of adjustment 
in the relief or aid given. 

Now, you can’t use the index that we now have, because that is for 
a higher-income group. For the lower-income group you need a dif- 
ferent kind of index. That is true not only because food and the 
essentials of life compose a larger proportion of the expenditures, 
but because they buy lower-quality things, different kinds of things, 
and consequently follow a different price trend. 

Mr. Forsyrue. On that criticism, you are speaking as a humani- 
tarian and not as a union user / 

Mr. Barkin. That is correct. 

Mr. Forsyrur. You would not be using a lower-income index in 
your union ? 

The third suggestion we make, and on which we are in agreement 
with the Bureau—and we are only referring to it, again, because we 
sit uneasily through our meetings, feeling that they are departing 
from the index which they have always defended and promoted and 
supplied to the country—namely, we want them to maintain a price 
index on a fixed market basket. This seems rather strange that we 
should come to suggest this particular proposal when the Bureau all 
of the time has been most articulate about the fact that that is all their 
index measures. But, strangely enough, in connection with the new 
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index, and with many of their individual practices—we deal with 
that in our uppendixes—they are departing from the fixed market- 
basket concepts in the selection of commodities and measurements. 

Now, this is very important, because if the Bureau produces an 
index which is a fixed market-basket index—and we know there are 
many, many problems in the production of such an index—but if ii 
hews as close to the spirit and the letter of that concept as possible, we 
will know what we have. 

But we are finding that the Bureau, in its thinking and in some of 
the practices, as the appendixes indicate, is departing from it. For 
example, in housing, which means the renting item, it is sampling a 
much broader range of housing than workers live in. They use new 

cars and not usedecars. In the foods they use, they accent frozen foods, 
iia workers don’t spent much for that item. 

You know, there are hundreds of products involved here. And 
once we agree that the Bureau will again try to go back, in its emphasis 
and its orientation, to the original concept, we will save ourselves a 
considerable amount of wrangling on the minutia and the detail which 
arise in the construction of the index. 

Mr. Forsyriur. Arve you quarreling on the make-up of the market 
basket ? 

Mr. Barktn. On the selection of the commodities. 

Mr. Forsyrie. The make-up of the basket, and what goes into the 
basket ? 

Mr. Barkin. Yes, sir. 

Mr. Forsyrur. Isn’t that something that should be quite easy to 
ascertain after this survey has been made. Isn’t it simply a matter 
of adding up to see what the families surveyed spend money for? 

Mr. Wetnperc. IT would like to say a word on that. The expendi- 
tures studies of 1934-36 showed that the great bulk of families in the 
income ranges and occupational groups covered by the index bought 
used cars rather than new cars. Yet the index was set up, based on 
those surveys to price only new cars. It is that kind of departure from 
the basic concept that we are disturbed by in connection with the 
content of the market basket. And the other point we are disturbed 
by is the tendency to constantly change the content of the market 
basket so that we do not know what our yardstick shows, because 
the yardstick itself is changing in size all of the time. 

Mr. Forsyrur. When you speak of change in the market basket that 
confuses me. My understanding of the market basket was that at the 
present time they are using one constructed around 1935, and they are 
going to construct a new one which will go into effect when the new 
index comes out. Are you suggesting that the market basket will be 
changed after that? Ido not get your point. 

Mr. Wetneerc. The Bureau has thrown out the suggestion that 
consumer panels be established to determine what the present pattern— 
the current pattern—of their expenditures is, and on that basis the 
Bureau has suggested that the weights be repeatedly changed in the 
index—the weight and the items composing the market basket be re- 
peatedly changed on the basis of the findings from those panels. 

Now, the market basket is the yardstick by which we measure 
changes in prices, and if you constantly change your yardstick, you 
don’t know what the results mean at all. 
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Mr. Forsyrue. If expenditures are changing from year to year, your 
market basket, it seems to me, must be changed if it is going to ade- 
quately reflect what the people are actually spending their money for. 
~ Mr. WeixeerG. We have a proposal that Mr. Barkin will come to 
in a minute or two, I believe, which will deal with the problem of 
changing expenditures patterns and changes in the cost of living, us 
distinguished from changes in consumer prices. ‘The Bureau has tolc 
us repeatedly that this index is a measure of the change in prices of 
a fixed market basket of goods, and we accept that basic concept as 
essential to a consumers’ price index. 

We are disturbed, as I say, by the departures from that concept in 
the past, and we are disturbed even more by suggestions that the 
departures will be even greater and more frequent in the future. 

‘To measure price changes, you have to adhere as closely as is humanly 
possible, in view of changing market conditions, to pricing a fixed and 
as nearly as possible identical group of goods and services from one 
time to another, 

Mr. Forsyrime. You recognize, do you not, that the market basket 
eventually has to be changed ? 

Mr. Barxix. We will deal with that immediately. 

Part of the difliculty, just to orient ourselves on this matter, part 
of the difliculty which‘is being created is that the Bureau has always 
maintained that all it does is measure changes in prices. Now, we 
want to keep it that way. That means you don’t have the fluctuation 
in the nature of consumption habits reflected in the measurement of 
prices. 

Now, it does mean that periodically, as we say, you change the 
whole index, and that is what we are doing right now through these 
expenditure surveys. 

Mr. Forsyrne. How frequently do you think the market basket 
should be changed ¢ 

Mr. Barkryn. There wes one made in 1940 on the basis of 1934-36 
data, and there is a new expenditure survey being made now which 
will probably create a change by 1952 or 1953, and that is the kind 
of interval we are probably going to be thinking about. 

Now, it may be that our world will be changing so much more 
apidly in the next decade that we will want a shorter period, but 
that is the kind of interval we are talking about when we are dealing 
with a change in the market basket. 

It is a radical change in pattern, rather than an annual creeping-up 
change which destroys the validity of the index as a price change 
measure, 

In other words, if you want to measure only prices, like the old 
schoolmaster says, you have to keep everything else equal. Now, 
that is what we are trying to do, and we know from the past, from 
the few illustrations that we have given you and the complete docu- 
mentation which we are offering you, that they are departing in 
practice, and they are tempted constantly, apparently, to introduce 
items and to use as measures of price change, differences in prices 
on items that workers do not buy. 

One of the suggestions which we make, which deals with the 
problem you have raised, and on which we are in agreement with the 
sureau in principle, but on which they have done nothing and we 
are anxious to see something done about it, is the suggestion that a 
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separate index be created or a measure be created—and this is on 
our page 17 of our statement—that a separate index be created on 
changes in the cost of living, as distinct from the changes in the prices. 

Now, that was the recommendation made during the war by the 
Mitchell committee and the Davis committee. 

Let me put it this way: They didn’t really recommend it. What 
they said was that if you wanted to measure differences in the cost 
of living, as distinct from differences in the prices, you have to have 
another measure. 

Mr. Clague, in a letter to us on November 24, in reply to our letter 
of November 3, 1950, says as follows: 

It would seem to us that one of the services that your committee could render 
would be to make clear to the users of the index that if is not a measure of the 
total changes in the cost of living, but only for that part of the change due 
specifically to the changes in prices. It may be that another and supplementary 
measure of changes in living costs, properly defined, is needed. This is a 
question we would be glad to explore with you. 

We have been very anxious to, but they are preoccupied with very 
difficult daily problems of producing the old index. 

This is a question which we would like to explore with you. This would 
not have to be tied to a fixed weighting diagram, but would, on the contrary, 
be free to reflect the various changes, aside from price changes, which affect 
the cost of living. 

So on that issue, we are in agreement, in principle. We would like 
to see the pretty words, decorated in the proper way, on a printed 
sheet of paper, so that the plan for measuring it is clearly outlined, 
and an appeal then made to the appropriate committee of Congress 
for funds for making that measure, and the production of that index. 

Mr. Forsyrur. Mr. Barkin, let me ask you something here that is 
very elementary, but certainly, as far as I am concerned, and I think 
the committee, from their questions since this hearing has started, 
is concerned with. 

We have finally come to the understanding that there is a difference 
between a consumers’ price index and a cost-of-living index. Now, 
I just want to get you on the record on this point. You are insisting 
that the Consumers’ Price Index should be kept a price index only, 
and that the other factors should be kept constant. You recognize 
that there is something else, which is a cost-of-living index, which 
doesn’t exist at the present time ? 

Mr. Barkry. That is correct, and we are urging it be measured 
separately and produced separately. And fortunately, in terms of 
our presentation, we see eye-to-eye with the Bureau in theory on that 
particular subject. The conclusion on the necessity of it has been 
the byproduct of the controversy and discussion of this problem, 
which has been carried on for many, many years now. 

We have all come to realize that all of us are talking about the 
same thing, and we are trying to find measures. 

Now, at one time people said, “Let us combine them.” That sug- 
gestion was found impracticable, and for statistical purposes difli- 
cult. Consequently, we look more and more coming to the conclu- 
sion that the best way of attaining this purpose is to have two indexes, 
one supplementing the other, and one trying to merely measure prices 
and the other seeking to reflect actual changes in the cost of living. 

Mr. Sreep. I am not clear on what point as to the cost of living 
index you are talking about. Assuming that the cost of preparing 
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such an index would be reasonable, and funds could be obtained for 
it, would you care to comment a little as to what specific uses that 
type of index might be put, and to the value of having it ¢ 

Mr. Barxrn. It can be very well used in collective bargaining. It 

‘an be very well used, for example, just to illustrate, in collective bar- 

gaining. Let us take the controversy which existed during the last 
war. During the last war the labor unions and the people said, “Our 
standards are being depressed, because you are not compensating’— 
as the Little Steel formula said at that time—‘you are not compen- 
sating within that wage formula the increases in cost due to the pecu- 
liarities of the war period, and the increases in cost resulting there- 
from.” Now, it may very well be that some agreement might be 
reached on inserting that kind of consideration into the wage pattern. 

Another use is the Congress of the United States when it considers 
tax legislation. In the course of the tax legislation it sets exemp- 
tions. Now, it may very well be that in considering that tax legis- 
lation, it will want to concern itself with the extra costs of living 
encountered in an emergency period by the lower-income groups, and 
thereby give consideration to it in the exemptions. 

It may very well be used even for statistical purposes, that is, whea 
economic policy by Government is made. Many judgments by the 
executive and congressional branches of the Government are made 
on the basis of what they call the deflation of production and dollar 
sales or dollar figures, income figures, by the cost-of-living index, or 
the Consumers’ Price Index. Many of us think that they don’t de- 
flate correctly, and consequently, Judgments are not being properly 
made. 

Well, it can be employed in that connection. 

Those are illustrations of the kinds of things that they could be 
profitably employed in. 

I might say, on page 17 of our testimony, we illustrate some of the 
things that enter into the components of the cost of living, as con- 
trasted with consumer prices. 

We say that the panels which the Bureau is considering establish- 
ing would be of use in bringing to light such factors, and it may be 
that that technique, that statistical technique, will become the source 
of information for the construction of such an index, rather than for 
the present uses for which it is contemplated. 

Our fifth recommendation is again a technical one, but a very im- 
portant one. Unfortunately, the index is a byproduct of a lot of 
small decisions, hundreds and hundreds of them, because every time 
you make a price, it may have a very minute influence on the total 
index, but it has an influence, and that is why it is put in. 

One of the issues on which we have considerable difficulty, and it 
is going to become even worse and more challenging and more diffi- 
cult to handle, is the problem of the substitution for unavailable 
goods. 

The NPA has just announced the curtailment of the production of 
consumer durable goods effective July 1. Every time a commodity 
usually bought on the market becomes unavailable or scarce, so that 
the worker who goes into the store who seeks to purchase it must 
buy a higher priced item because that is the only available one, that 
isa problem which must be reflected in the index on consumer prices. 
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You may, for example, have heard that a measure of the under- 
statement for forced up-trading was made by the Mitchell committee 
during the last war, because they found that the Bureau’s index did 
not adequately reflect such up-trading. 

Now we make a statement on what we expect of the Bureau as 
good practice in connection with substitutions. 

Again, our sixth recommendation is that we believe the Bureau 
should extend its practice of making actual purchases rather than 
merely pricing. At one time the Bureau, since the war, considered 
a program of making actual purchases in connection with pricing, in 
order to assure itself on the qualities and the prices. 

Mr. Wier. Let me ask you a question in connection with substitu- 
tion. If Congress continues stabilization of prices and wages, there 
is the danger that we will repeat our experiences in World War IT, 
and under the controls of industry many of the womeii’s housedresses 
and men’s shirts, and other wearing apparel and other usual market- 
basket products, will be taken from the market and a higher-priced 
product put in. That is because of the scarcity of the material and 
increased labor costs and others, and so there will be an increase in 
the dresses and the shirts and a lot of other articles. 

How long after that begins to take place would that show an in- 
crease, or show the increase in the market basket of the index / 

Mr. Barkin. It will take considerable time. Of course, I can’t 
tell you in days or months, because that would vary, and it would 
vary on the period of supply. For example, right now, with an 
abundant supply of television sets and clothing, and a lot of things 
on the market, it will take a little while for that item to disappear. 
But the index won’t reflect the scarcity for considerable amounts of 
time, for a very practical reason. The agent of the Bureau goes into 
the store and asks for a price. Now, it then is dependent upon the 
storekeeper and the agent, the initiative of both of them, to deter- 
mine whether actually that piece of goods is available, that commodity 
is available in sufficient quantity so that it is truly on the market, or 
whether the man just has the one suit, the “come-on,” the one suit 
available on his rack which can be purchased. 

Now, we know that there is a lag, and the lag is inherent in the 
technique of pricing, and it is extended by the fact that the agent and 
the storekeeper may not report its virtual disappearance—-the store- 
keeper certainly has no particular reason for high lighting the fact 
that the supply is disappearing, and the agent may not have the ini- 
tiative which would press him into insisting upon such informatiton. 

There is another matter which technically becomes important, and 
on Which there are many arguments, and we disagree with the Bureau 
procedure. If the Bureau agent reports to the Bureau that a particu- 
lar commodity has disappeared from the shelves and that a higher 
quality item comes onto the shelves, which is outside of the specifica- 
tion which they are pricing, the price of this higher quality item which 
the purchaser is forced to buy is linked into the index at the same 
price level as it was for the old one, so that only changes in that price 
subsequent to the linking date get reflected into the index. 

In summary, it means that the forced up-trading to a commodity 
outside of the specifications, the cost of that forced up-trading, is not 
reflected in the index. 
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Mr. Sreep. May I interrupt here? Our second roll call bell will 
ring in a minute, and we will have to leave. How much more time do 
you think you will need? 

* Mr. Barkry. I think I can do it in 3 or 4 minutes, if I may. 

Mr. Wier. I was going to make this suggestion: I have been sitting 
here for 6 days listening to this testimony, and—— 

Mr. Srerp. Would it be too inconvenient for you to be here to- 
morrow morning? 

Mr. Barkin. Unfortunately, I have to be away from town. I was 
supposed to be in Cincinnati tomorrow, but I will come in tomorrow 
morning if that is agreeable to your committee. 

Mr. Streep. Would you be willing to meet at 9:30 tomorrow morn- 
ing, and begin questioning him, and then be back on schedule around 
10 o'clock? Would that be suitable? 

Mr. Barkin. That will be fine, Mr. Chairman. 

Mr. Steep. The committee will recess until 9:30 tomorrow morn- 
ing. 

(Whereupon, at 11:15 a. m., the hearing was recessed until 9:30 
a.m., Friday, May 18, 1951.) 
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FRIDAY, MAY 18, 1951 


House or RepreEsENTATIVES, 
SUBCOMMITTEE OF THE COMMITTEE 
on Epucation AND Lapor, 
Washington, D. C. 


‘The subcommittee met at 9:30 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed, chairman of the sub- 
committee, presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk: John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel : : John QO. 

Graham, minority clerk; and Russell C. Derrickson, investigator; all 
of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 

We will resume this morning with Mr. Barkin. 


STATEMENT OF SOLOMON BARKIN, RESEARCH DIRECTOR, TEXTILE 
WORKERS UNION OF AMERICA, ON BEHALF OF THE CONGRESS 
OF INDUSTRIAL ORGANIZATIONS; ACCOMPANIED BY MRS. KATH- 
ERINE ELLICKSON, ASSOCIATE DIRECTOR OF RESEARCH, CIO; 
AND NATHAN WEINBERG, RESEARCH DIRECTOR, UNITED AUTO- 
MOBILE WORKERS, CIO—Resumed 


Mr. Barkin. Mr. Steed and members of the subcommittee : 

Yesterday we summarized the major portion of our statement. 

The major conclusions and recommendations which we offered were 

First, that a tripartite committee be organized to consider the recom- 
mendations of the advisory committees on their own merit, and make 
recommendations to the Bureau, thereby furnishing the Bureau with 
an independent advisory group which will consider the specific sug- 
gestions of the individual advisory groups which the Bureau has not 
as yet found acceptable. 

Secondly, we urge the continued publication of the old index, in 
view of the fact that that old index is now being used in collective 
bargaining and referred to in collective-bargaining contracts even 
more widely than the so-called adjusted index. 

We similarly offered for your committee’s general review our com- 
ments as contained in the letter of November : 3, concerning the tech- 
nical problems and judgments exercised by the Bureau in ‘the course 
of the interim revision. That letter, as I indicated, was the unanimous 
recommendation of the Labor Advisory Committee to the Bureau. 
composed of technicians of the A. F. of L., CIO, and the Association of 
Machinists. 
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We had similarly indicated to you some basis for our qualms about 
the interim revision, indicating that the basis on which the revision 
was made was too slender to give us confidence in the results, par- 
ticularly when it would have such a significant effect upon the lives 
of people throughout this country. 

We also indicated that change in buying habits was so imminent 
that a revision, an interim revision in terms of 1947, 1948, and 1949, 
seemed inappropriate in the face of the fact that the Bureau at the 
moment is making extensive field studies in preparation for a more 
all-out and complete revision of the index similar to that made in 
L940, 

We indicated, similarly, that there were many advantages in such 
2 committee, a tripartite committee. 

We then proceeded to deal with our judgments and suggestions con- 
cerning the type of index which we would like to see maintained, 
and our recommendations and comments in that connection related 
as much to the development of the new index as to the current one. 

We first of all indicated that we wanted the new index to be kept 
strictly applicable to wage earners and lower-salaried clerical em- 
ployees, and we commented on and illustrated the fact that there was 
an increasing tendency within the Bureau, in the regular operation 
of the old index, to introduce items and expenditure patterns which 
were not completely or strictly representative of those of the wage 
earner. 

We similarly suggested that there is great need at the moment, on 
the part of many publie bodies, for an index for the lowest income 
group which has hitherto been measured, and we urged consideration 
for the publication of such an index. 

We ae recommended that the concept of the fixed market 
basket, a permanent fixed measure, be literally adhered to during 
the course of the production of this index. 

We think, we pointed out, that the defense of the Bureau for its 
index during the war period was built around that contention, but 
unfortunately, we find increasingly a tendency on the part of the 
staff of the Bureau to divert from that particular practice. We are 
particularly concerned about the kinds of considerations which are 
being presented to us in connection with the new index. 

We then, fourthly, recommended to you and to the Bureau that 
an index which was not restricted to the measurement of changes of 
price, but an index which might be more strictly called changes in 
the cost of living, be prepared. I quoted from Mr. Clague’s state- 
ment, to the effect that he is similarly convinced that a supplementary 
index is desirable for such measurement. 

I similarly indicated that the need for a separate measurement of 
changes in cost of living was a conclusion which was presented re- 
peatedly by the independent advisory bodies, such as the Mitchell 
committee and the Davis committee, who examined the controversy 
during the war. 

We indicated that the consumers’ panel technique, which the Bureau 
is now in the process of developing, would provide a useful source 
of information for that purpose. 

We then offered suggestions and our recommendations concerning 
the practice of fully representing in the index the price of higher 
priced substitutions which consumers are forced to purchase. 
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All of us are now becoming daily consultants in the problem of the 
prices of meats, and the effect which the new OPS anlatiens are 
having on the availability of different cuts of meat. That kind of 
experience is going to become more’ and more common during cer- 
tainly the 12 months ahead, and that kind of forced up- sire ng which 
results from the efforts on the part of sellers to meet. or t: ake advan- 
tage of or adjust themselves to governmental seapalanienas must be 
reflected in the measurement of price. 

The present meat situation indicates a movement of the fabrication 
or the Ores essing of meat from the restaurant owner back into the 
butcher or the wholesaler, and as a consequence creates distortions in 
the availability of supplies. 

When the consumer comes to the meat market, he is forced, if he 
wants to buy the meats, forced to buy the meats and cuts which are 
available in the store. 

Another matter which we enumerated as necessary in order to get 
an accurate measure of prige change is sales. The Bureau has been 
doing midweek pricing, af consequently, tended to overlook and 
tended to neglect or avoid the price conditions created by week-end 
sales, which are and have been so common in this country, 

We have also recommended that the practice of actual shopping in- 
stead of merely pricing the goods that are available is an essential 
supplement to the careful preparation of an index, 

Our seventh recommendation was that the Bureau undertake more 
intensive work in the determination of quality standards, and in their 
specifications be more particular about the quality specifications for 
the goods that are priced. 

I may make mention of these facts relating to the construction of the 
index which makes important the problem of quality specifications : 
The relevancy of quality specification becomes evident when you 
note that when the Bureau agent goes to a store and prices, let us say, 
“a man’s suit, a man’s piece of apparel, he gets the price for an article 
within the range of the specifications of that particular commodity. 
It is not a very precise specification because of the nature of the type 
of article which the agent is pricing, and because the Bureau has not 
pressed its specifications to the ultimate. The agent enters and gets 
the price of that particular suit. Being somewhat familiar with 
the problem of fabrics, I can tell you that it requires an expert to 
differentiate between the subtle differences that m: iv occur in the qual- 
ity of the fabric on which significant differences in prices may exist. 

For example, a suit at the same price may have been cut up from 
fabrics which look alike but which have varying proportions of fine 
wools. For example, the same type of fabric may be made out of 
64 wools and 68 wools, and made by a company like Fortsmann, in 
your congressional district, Mr. Howell. It can be deteriorated with- 
out obvious appearance, or it can be lowered in value without obvious 
recognition by the consumer, by the storekeeper, and by most experts 
in the industry who have not made intensive examination, by using, 
let us say, 62 wools and 60 wools. Now, if it gets down to 58, it is 
likely that a man familiar with wools would immedi: itely recognize 
that by the touch and the feel of the fabric. 

Now, those are the kinds of things that happen. Because the fabric 
deteriorates it means that it won't ‘hold up as well. It means that its 
replacement would be more frequent. But the replacement ratio in 
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the index is fixed by previous studies of the Bureau, which were made 
in terms of better fabrics than are available at the moment. 

In other words, deterioration of quality means that the Bureau 
would have to change the replacement ratio required in the index, in 
the weighting system which they use in inserting that particular price 
into the over-all index. 

It works in this indirect way: the deterioration of quality means 
more replacement, which means more weight, more influence or im- 
portance of that particular commodity in the index. If the Bureau 
does not correct the replacement ratio because of the deterioration, it 
doesn’t properly represent the cost to the consumer, 

If you wear a suit and you are allowed to replace that suit—I don’t 
recall the precise ratio in the index—once every 3 or 4 or 5 years, and 
you can’t wear it that long and you must replace it at the end of 2 
years, the cost of the consumers’ fixed basket has risen for you, but 
is not reflected in the index. That is the importance of quality, and 
that is why we place such emphasis on what seemingly is a subtle mat- 
ter, but which is a significant dcterninadltot the actual cost of living, 
or actual cost of the fixed market basket. 

Mr. Sreep. Would the same thing not be true in the case of an im- 
provement of quality / 

Mr. Barkin. The same thing would take place in an improvement 
in quality, that is correct. 

Now, that is the reason we recognize that every so often there has 
to be a complete restudy of the contents of the entire market basket, 
because things do improve over a period of time, and a complete re- 
examination must be made. We would recognize, for example, that in 
ordinary circumstances, in terms of our past experience, that some- 
where from 7 to 10 years is about the life span of a basic expenditure 
market basket, and after that you must restudy it completely. That 
is why we have urged that there not be any tampering with the market 
basket in the expenditure study by trying to correct it on a piecemeal 
basis, but do that on a wholesale scale in order to get a thorough and 
careful job done in the recasting. 

What I have just suggested is not unknown to the Bureau. The 

Sureau has considered it. Several of its experts have written exten- 
sively and, as a matter of fact, have made us quite professionally 
informed about this matter. I wish to add that much of our learning 
and knowledge comes from the daily experience which the Bureau’s 
experts gather on the subject. Through our discussions with them 
they sharpen our own knowledge on it. 

For example, the problem of the measurement. of price and quality 
of consumer goods was most interestingly discussed by two experts 
of the Bureau, Miss Faith Williams and Mrs. Ethel Hoover, in an 
article in the Journal of Marketing of April 1946. They, in that 
article, indicate the importance of careful specification, and the effect 
of the failure to measure quality upon the Bureaun’s index and upon 
the reliability of the results. The Mitchell committee commented on it. 

The Bureau at one time considered careful collaboration with the 
Bureau_of Standards to work out such specifications and quality 
tests. It considered direct purchase of commodities in the field for this 
purpose, but it was never executed. It may have been done on a sample 
or test basis, but it was never routinely introduced into the process 
of producing this index. 
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° ' Our eighth recommendation deals with a very important matter 
» inaper iod such as we are livi ing through, namely, the constant check 
\ of the reliability of the Bureau’s assumption that the individual items 
- in each group which are assumed to follow the same price trends as 
e the priced items in the group, do actually follow those trends during 
a war and emer gency per iod. 
- Our ninth item is a matter of very great importance. This is a 
. matter in which the Bureau has little recourse, and which involves a 
t much more basic issue of assuring more consistent statistical tech- 
| niques within the Government. 


The pricing techniques which the Bureau of Agricultural Economics 
| employs in developing its index for commodities purchased by the 


| farmer, are very different from those used by the Bureau of Labor 
Statistics. All of us know the problem of parity, and we have learned 
| about its intricacies over these many years. The Bureau of Agri- 


cultural Economics issues monthly, as you know, an index on prices 
, paid by farmers, and that is composed of an item which directly 
; interests us. The prices paid by farmers are composed of two ele- 
ments: One, commodities used for family living: and commodities 
used for production. There are other items, interest, taxes, wage rates, 
and some of which are included by reason of congr essional policy. 
Now, the item “commodities used for family living” is the one which 
directly interests us, because the two matters or the two items or the 
two measurements are measuring similar phenomena: the consumer 
prices—the consumer prices for wage earners, and the consumer prices 
for farmers. 
: Obviously, the relative importance of different items must differ. 
There is food, clothing, the demands on the urban worker, and they 
are different from the farmer's and, consequently. the weights and the 
importance assigned to them will be different. The items bought by 
the farmer and the urban worker will be different, and consequently 
| the market basket is different. 
| That is not the issue toward which we are directing attention, because 
that job of finding the proper market basket has been done by the 
. sureau of Agricultural Economics. I personally have not examined 
it with any particular care. I have no comments to make on its accu- 
racy. its reliability, or the degree of comparability and reliability. 
We hi: ave urged, however, that “the Division of Statistical Standards 
undertake a comparison of the degree of reliability and the method- 
ology in the development of the market basket, for our information, 
and for clarification on many of the issues which we have raised. 
But there is a matter in which we have a direct interest, namely, 
the Bureau of Agricultural Economics uses a technique of pricing 
which is very different from that which is employed in the Bureau of 
Labor Statistics. The Bureau of Agricultural Economics has a form 
which is filled out by the storekeeper , and it doesn’t use the agents. 
Now. here is the kind of language which is used by the Bureau of 
Agricultural Economics. This goes to the storekeeper, and it reads: 
Your report on prices farmers are paying for things that they buy from you 
is very helpful in providing information necessary for the public welfare. The 
information obtained from the individual merchants like yourself is kept con- 
fidential, and it is used only in computing average prices and price indexes puk- 
lished by the Bureau of Agricultural Economics. 
Please enter below the prices of clothing and drygoods sold by your firm on 
the 15th of this month, and return this questionnaire to us. 
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Now, here is the description of the item. You write in the prices 
paid by farmers for clothing: 

Men’s overalls, per pair. 

Boys’ overalls, per pair. 

Men's work shirts (cotton). 

Now, all of us know that if vou went to a southern community in 
about Elizabethtown, N. C., and looked at the men’s work shirts which 
are being bought there, and a work shirt bought in Mr. Wier’s area, 
vou will find that the quality will be very different. It is probable 
that the dominant quality of work shirt which is bought im that 
southern agricultural region is going to be a lower quality than that 
bought in the Minnesota farm area. The jievel of income of the farm- 
ers or the farm laborers or the people who are working on the farms, 
is lower, and consequently the storekeeper has the quality of goods 
which are purchasable by that particular level of income. 

Now, there is a further indication here in the instruction : 

Please do not report range of prices. Quotations given should be for the kinds 
most commonly sold to farmers where no specific item description is indicated. 

In contrast to this particular procedure, which we can refer to as 
the pricing of the most commonly sold item, the Bureau of Labor 
Statistics uses a more precise method, namely, the specification method. 

It is true, as we have indicated, that the specifications are not so de- 
tailed that you can only buy one type of item, but it narrows the 
range. There is no mistaking, for example, buying a shirt, a chambray 
shirt, where it is likely that the low-quality carded yarns might be 
used with a very loose picks, which is likely to be used in the South, 
and a high-quality chambray shirt which might be used in a more 
prosperous agricultural community. 

For example, this might serve at the moment : The kind of specifica- 
tion which is used by the Bureau of Labor Statistics in the case of 
overalls—which are so vaguely referred to here in the other one as 
“men’s overalls, per pair’—in 1946, the specification used by the 
BLS would read, “Overalls, white-backed denim,” which is the con- 
struction of the two types of yarn, and the fabric: 

Cotton, 2.2 yards per pound before sanforizing, sanforized to approximately 8 
ounces per yard. Pockets of drill, sheeting, or similar fabric, sanforized shrunk. 

That is the kind of overalls they were pricing. The construction 
end styling was: 

15 to 46 yards per dozen, based on 28-inch fabric and 32 to 42 size scale, high back, 
bib style, doublt-stitched seams, bartacked at points of strain. Minimum amount 
of trimming. Specify with or without union label. 

And we would hope they would restrict themselves to the union label. 

But in any event, the contrast is very distinct. Now, we are not 
saying that one procedure is necessarily better than another. We do 
think, however, that the BLS method is preferable, because it gets 
a more precise measure. But, on the other hand, by securing a more 
precise definition of the market basket, it tends to moderate the move- 
ment of prices, because under the Bureau of Agricultural Economics 
procedure, if the commonly purchased item moves up in price, that 
price is reflected. Under the Bureau of Labor Statistics specifica- 
tion purchase technique, that higher price will not appear unless the 
item for which they have specifications disappears from the store. 


The result is that there is a greater moderation in price movements 
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under the BLS specific ation technique than under the BAKE most 
commonly purchased item technique. 

We are therefore urging that there be a much more extensive investi- 
gation and decision by the responsible agencies of Government, and 
possibly the Congress. We are not as yet pressing for that, because 1 
think a sober and responsible examination by the executive branches 
of Government would be a desirable preliminary to such an investiga- 
tion. But there is a need for more consistency. 

By the way, I might mention this fact, that farmers are adversely 
affected by this technique when prices decline, just as the wage earner 
is adversely affected by the BLS technique when prices rise. The 
effect is the reverse. The BLS technique moderates price increases 
and the BAE technique would tend to moderate it at the other level. 

Mr. Wier. Let me ask you a question there. 

Mr. Barkin. | am sorry—it tends to exaggerate on the decline, I 
meant to say 

Mr. Wier. You are trying to point out the differential in the Agri- 
cultural Bureau’s market basket and the price index market basket. 
You make reference to North and South, and you make reference to 
urban and rural stores, and you have been putting a great deal of 
stress on that. 

Mr. Barkin. Yes. 

Mr. Wier. It is my experience in the clothing line that in the suits, 
overalls, shoes, stockings, underwear, most of which come from par- 
ticular lines of clothing, the same clothes are sold in the small town 
of 500, in the same States, whether it is Minnesota or North Carolina, 
as are sold in the big cities. 

Now, a pair of Lee overalls sells for the same, whether in the metro- 
politan center or ina small community. I think that that runs pretty 
true as to the standard brands of shoes. 

You may get sales material, but I do not think I can go down to a 
small town in my State or I do not think IT can go down into a small 
town in North Carolina and buy clothing much cheaper than I can buy 
it in Richmond or 1 can buy it in Minneapolis. 

Mr. Barkin. I think that you would be correct, Mr. Wier, that if 
vou took the same branded merchandise, the variations in prices would 
he most insignificant. But even within the Lee overall, there are vari- 
ous qualities of overall, Among the shirts and shoes, there are also 
various qualities. And I think that you will find on close examination 
that the quality of the merchandise, even of the branded merchandise, 
which is used, is likely to vary with the income level of the community. 

For example, if vou examine a number of different types, classes, 
and price lines of branded shirts, vou will find that each manufacturer, 
even branded ones, in the lower income group will be producing five 
or ten different basic lines, and will also have different price lines. 

Mr. Wier. Is that not true in the metropolitan center ? 

Mr. Barwin. That is correct. 

Mr. Wier. I will go over into a low-income part of our city, and I 
will get that same degree of those that cannot afford to pay for the 
better products, and he will have them in stock, that is, for a fellow 
who wants a cheap pair of overalls. 

Mr. Barkin. That is correct. What we are saying is that when the 

sureau of Labor Statistics age nt goes into the store in the low-income 
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group, and into a store serving more diversified income groups, he 
would be pricing almost the same item. When the Bureau of Agri- 
cultural Economies questionnaire is sent to those same stores, ‘the 
answer of the merchant in the store located in the lower-income group 
will be a price for a different kind of item than the item for which 
a price is reported in the store serving a higher-income level. 

Mr. Wetnpere. I think it is important to “emphi isize that the basic 
difference between the two is the Bureau of Agricultural Economics 
follows the farmer up and down the quality scale as the farmer’s 
purchases vary from one quality to another. If a low-priced, low- 
quality item disappears, and the farmer is thereby forced to buy a 
higher-priced item, the Bureau of Agricultural Economics reflects 
that shift in price in its index. 

The Bureau of Labor Statistics, as a normal procedure, would not 
reflect a price change when the new item priced is outside the specifi- 
cation of the item originally priced. 

So that the Bureau of Agricultural Economics is much more sensi- 
tive to the actual prices paid by farmers than the BLS index is to the 
prices paid by workers, and as a matter of fact, the linking procedure 
makes the BLS index absolutely insensitive to one kind of price shift 
made by workers. For example, if the $2.50 shirt disappears, and the 
nearest shirt to it is $3.50 but that shirt is outside the specifications, 
when the Bureau brings the $3.50 shirt into the index it does not reflect 
the difference between the $2.50 price for the old one and the $3.50 
price for the new one. ‘The index remains at the same level at the time 
the shift is made. If the old shirt is available in January. and the 
new shirt only is available in February, there is no change in the index 
between January and February. 

Now, during the war, the Bureau tells us that where forced up- 
trading occurred, it did reflect price changes in the index. We believe 
that forced up-trading should be reflected in the index at all times, 
and not only during the war. 

Mr. Barkin. Returning specifically to our recommendation in con- 
nection with the method of pricing, the contrast between the BAEK 
and the BLS, we think that that matter requires very careful study, 
because it is not in the interest of either group or any group, or of 
the public at large, that there be different pricing methods employed. 
We will all be injured by it. We may yell a little louder on one 
day, and some of the other groups will yell a little louder the next 
day, but there is an inequity created which is bound to be irritating 
to these two major groups because of the differences in the technical 
methods used in pricing. 

It seems so strange that so important a matter as pricing of goods 
can be pursued in two different ways. 

There is one final matter. We have suggested to the Bureau of 
Labor Statistics that it is necessary for it to make a calculation as 
to what income is now required to maintain o basie buying power 
of the old market basket. In other words, the purpose of a Con- 
sumers’ Price Index is to provide us with a measure which will tell 
us how much more it is necessary to have in income in order to buy 
the original level of living or market basket upon which the index is 
constructed, 

Now, the Bureau has hitherto measured the actual prices according 
to the techniques which it has employed, and we have described, to 
arrive at that particular result. 
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We have also recommended that the Bureau introduce another 
-upplementary measure in order to keep us informed about the effect 
of the inerease in the level of taxation upon the lower income group 
or this wage-earner income group. What we would like to have is 
a measure which says how much income does a worker have to have 
to maintain the original market basket, not only in view of the rise 
in prices, but also in view of the rise In taxes on his personal income 
which are now being levied on him. 

We are not raising the question as to the propriety of taxes, as to 
the propriety of the worker’s sharing his burden, his equitable share 
in our Federal-tax system or State-tax system, if it is a personal- 
income tax. We have merely asked that the Bureau provide us with 
a measure thereof, in order that we may better understand the sig- 
nificanee of the Federal and State income taxes upon the living 
standards of workers. 

I might incidentally note that the Bureau, in its wage statistics, 
now does attempt to make some estimate of the effect of taxes when 
it measures the take-home pay of workers after taxes. But it has not 
as vet seen fit to make a comparable calculation for our use in the 
field of consumer prices or consumers’ expenditures necessary to main- 
tain the original market basket, in view of the change in taxes. 

The exclusion of this item was the result of the fact that income 
tax did not affect the worker and, consequently, it was a matter of 
no consequence as to whether it was included or not. But in view of 
the high incidence of personal-income taxation, we have urged the 
Bureau to provide us with such a measure so that we would know 
more about the influence of taxes on living standards of workers. 

The matter, of course, as you know, is not unusual. Reporting in- 
come after taxes, or reporting requirements for living including taxes, 
is a common method of accounting in our country at the present time. 
As you know, all of our business corporations report their accounting 
as income after taxes. Individuals in the higher income brackets do 
enjoy certain privileges under our tax system which permit them to 
shift their income in such a way as to avoid the full impact of taxes. 
as in the case of deferred compensation, a technique which is being 
increasingly indulged in by our higher bracket people. Other inter- 
ests In our country, particularly the management, officers of a company, 
have learned a new way of reporting their income so that the impact 
of income taxes is minimized, and that is the stock purchase option 
warrants which the 1950 tax law provided, and which are becoming an 
increasingly common practice in American corporations. By the 
Way, it Is creating great difficulties in collective bargaining, because 
that technique is distorting financial statements in a way that re- 
quires us to delve into them in much greater detail than we ever 
have before: and, secondly, is creating a separation between the inter- 
est of ownership and management of this company, of our large cor- 
porations, which [ wish to call to your attention, which I think is go- 
ing to create very serious problems in our business world. 

I think Congress, in that respect, must really reexamine the inno- 
vation which it made in 1950 for the benefit of a restricted group of 
management officials, contrary to the interests of the corporations, the 
ewners of the corporations, and possibly even the workers in these 
enterprises. 
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The point we do make in this connection is that we have asked the 
Bureau to make this calculation for us so that we would be informed ; 
but the Bureau, as in so many other instances, has been tardy, if not 
reluctant, if not resistant, and if not opposed to helping us find that 
simple statistic. 

I listed those various alternative expressions because I don’t know 
precisely which is entirely properly applicable, but it is an attitude 
which provokes us to using the last alternative in our private thoughts, 
though in public statements we are likely to be a little more cautious. 

Mr. Morron. At that point, would you not add one other possibil- 
ity—that maybe they are out of money 4 

Mr. Barxtx. We will never refrain from endorsing their requests 
to get more money for the purposes of producing the index; but if the 
matter is merely money, they should put it that bluntly, and not give 
us the proverbial run-around in the kind of pleasant conversation we 
get or in the memorandums which are submitted to us. 

These, in long, or in short, are the major recommendation which we 
have offered. We have also submitted to you details on the individual 
constituent items of the index. We have submitted one on rent, and 
one on transportation, and one on house furnishings, and apparel; and 
we have one in preparation on food, if necessary and desirable, and 
within the next week we can complete that and submit it. 

These supplementary memoranda are relatively technical. As an 
illustration, they provide the material, the experiences, and the 
minutia out of which our conclusions and our judgments have grown. 
For example, the memorandum on rent, which we have offered you, is 
an extensive statement to you of our life with the rent index, from 
1943 to 1950. That might be the title of it; how, over these 7 years, 
we have been appealing and supplicating and knocking ourselves out, 
trying to get them to see that their conclusion that the index was not 
adequate should be implemented by a revision. And that revision 
cume in 1950, and only partly even then. 

My associate here has asked me even to add a qualification. The 
revision has been only a partial one, and it hasn’t been brought up to 
date since January of 1950, for which the last correction has been 
made, and many live in houses built from the beginning of 1950 on, 
and the index doesn’t reflect the degree of change. 

Another illustration of the problems which do not create harmony 
is that they made a rent correction, and we were under the impres- 
sion that they would insert the rent correction in the old index, and 
the adjusted index. When it appears, they inserted it in the adjusted 
index, and didn’t correct the old index, so that there is only one index 
with the rent correction included. We now have the c ‘umsy problem 
of adding the special rent correction to the index on our own, without 
the Bureau providing us with an index which actually incorporates it. 

That is a minor matter. We can add that ourselves. But it doesn’t 
breed good understanding. It doesn’t give us confidence that our 
judgments, our suggestions, are being dealt with objectively and i 
the interest of getting the best measure of the changes in consumers’ 
prices that human experience and professional knowl ledge permits. 

That is all we are asking sae We have something to say, and we 
have something to add to the experience of the Bureau, largely from 
the fact that we are in the field, we meet workers, we meet in col- 
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lective bargaining, and our experience is basically different from the 
experience of the producers of the statistics. All of us can contribute 
something, because we live a different life, and when we live a different 
life we see things a little differently. And that is why we have 
something to add. And all we have asked, over these many years, is, 
if we sav something, just don’t brush it aside. Examine it, and if it 
doesn’t have merit, or if you think that there is only a little merit 
in it, study it and bring us the data to indicate what value our 
suggestions have, and adopt what is meritorious, and then we pro- 
ceed to further discussions. 

I should like to leave such time as you desire, Mr, Chairman, to 
any questions. 

Mr. Sreep. I have one question that I would like to ask, and that 
is this: You discussed at some length this advisory committee that 
you recommend. I was just wondering if you have any way of know- 
ing the view or the reaction of any other groups as to that idea? 

Mr. Barkin. I think the business committee—and IT cannot speak 
for it obviously—would not be unsympathetic, because we have tried, 
and they have expressed interest in meeting with us jointly. We 
have not met, I think largely because of physical difficulties of agree- 
ing on a common date. 

Mrs. Evrrexson. In addition to that, we have mentioned this pro- 
posal to the American Federation of Labor, which I understand will 
testify before your committee, and we have been informed the Ameri- 
can Federation of Labor is in general agreement with the idea of a 
tripartite committee. 

Mr. Barkin. But on the statement of the business committee I 
think IT am correct. 

Mrs. Exnickson. [am not informed on the business committee angle. 

Mr. Barkin. Mrs. Ellickson is our principal contact with the Bu- 
reau in this respect, because she is in Washington, But I think that 
my information and knowledge are correct. As a matter of fact, the 
minutes of our meeting show that we have attempted to agree on a 
date of meeting with the Business Advisory Committee, and the only 
reason we have hitherto failed to meet is that we have not agreed 
upon a date. 

Mr. Streep. In order to fix it so that vou may not be in the position 
of arguing against yourself, let me put it this way. Are you aware of 
any objections that anybody has made to a committee of this sort 4 

Mr. Barkin. No, sir. 

Mr. Srerp. Or any reasons for that; you know of no argument or 
reasons against it that have been advanced by anyone / 

Mr. Barkin. No, sir. 

Mr. Wier. I had a lot of questions, but I think that I can sum it 
up very briefly. 

How many of your contracts, the Textile Workers’ contracts, now 
ride along with this formula and have escalator clauses subscribing 
tothis formula? Is it a majority, or how many ? 

Mr. Barkin. Yes: I would say that well over a majority of our 
contract coverage contains such a clause. 

Mr. Sreep. Could you reduce it to numbers of people ? 

Mr. Barxrn. Yes; I would say it is well in excess of 225,000 people. 
And in the auto industry, the CLO auto union, it is well over 1,000,000, 
The railroad workers have over 1,000,000, and then-——— 
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Mr. Wier. Let us stick to yours now. 

Mr. Barkin. All right. 

Mr. Wier. What led you into this procedure of negotiation ¢ 

Mr. Barkin. It was largely the run-away price situation which 
we encountered last August of 1950 in the case of my union. 

We had, prior to that, I should say, a small number of contracts 
which had earried such provisions for many years. But that was not 
characteristic. 

Mr. Wier. It is only since World War II that this thing has come 
into the picture as a part of bargaining ¢ 

Mr. Barkin. I would say even later, primarily after 1948, that it 
became a more integral part of the bargaining process. 

Mr. Wier. Today we see increasing numbers of our organized em 
ployees coming under this formula. 

Mr. Barkrn. Yes, sir. 

Mr. Wier. I have listened with interest to your comment, after hear 
ing the Bureau’s presentation here, and at this moment you have 
convinced me that there is much to be done. I would be reluctant, 
as a leader of labor, and I have been in the movement 21 years as a 
representative of labor, and to me, until recently this index has merely 
been a matter of information, as I saw it, coming into my office month 
after month and year after year. But it is just an indication of the 
report of the Department on a general over-all picture, and I never 
subscribed to that type of bargaining, that kind of a yardstick. 

I feel very much convine ed now, on the basis of your information. 
and I think that you have done a really good job in pointing out the 
needs here if the relationship in this country is going to be dependent 
upon the most accurate information that so seriously affects the dif- 
ference between the amount that they are really entitled to by sub- 
scribing to this, and the amount that they get. I think there will be 
effects vet on this. 

Mr. Barty. I would like to comment on that, and then I would 
like to have Mr. Weinberg comment on it. 

Most of us in the labor movement have entered upon this course with 
the same fears and hesitancy and with the same prejudices against it 
that vou suggested. All of us, and I know the president of my union, 
Mr. Emil Reive, yielded to the acceptance of it only after the most 
mature and considered judgment about it. 

But one of the things we learned is to face facts: we meet them. 
In a country such as ours, which fortunately is able to assure = 
worker a standard of living such as we have been enjoying, and i 
also able to maintain his livi ing standards in periods when prices are 
not completely under control or adequately under control, it was in 
the best interests, both of our Nation and the workers involved, that 
wages be adjusted so that the income be maintained and his living 
standards also be maintained, 

Mr. Wier. Are you now throwing that out as the position of your 
unions, adopting this plan as a war emergency only: or are you sub- 
scribing to it as a future deve ‘lopment 

Mr. Barkin. You know, Mr. Wier, how unions are. We share one 
trait with the general population, namely, we don’t want to bind our 
selves to doomsday to anything. And it seems to be a wise policy. 
under present circumstances; and when circumstances change, é e may 
want to do some more reflection. 
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Mr. Wier. Just a moment. A number of these big unions are tying 
themselves up for a 5-year period on this. 

Mr. Wernperc. May I say this, Mr. Wier—— 

Mr. Wier. Now, just a moment. 

I cannot subscribe that this emergency that we are in now—and 
I agree that during the time of stress upon our whole population, 
there are sacrifices to be made and there are procedures that have 
got to be waived or should be waived, but they should be waived in 
lieu of whatever is acceptable as an honest effort. 

Mr. Barkin. I agree with that completely. When I made my com- 
ment. I think—in view of your later comment, I think it would be 

safe to say that within the coming few years it is likely that our wages 

are likely to be very substantially tied in with that kind of index. 
For example, my union, the indexes in the contracts, or this kind of 
escalator provision, will reach into 1953. 

Mr. Weinberg, representing the United Automobile Workers of 
the CLO, of course, has some contracts which extend for 5 years with 
the major automobile companies. 

Mr. Wier. IT view with alarm the trend of the trade union move- 
ment at this stage, of tying itself, in its contractual relationship, into 
governmental activities. You are going down the road now to serious 
problems, to say the least. 

Mr. Barkin. I think that most of our contracts don’t really relate 
to governmental activities. 

Mr. Wier. They have got their foot in the door, just the same. 

Mr. Barkin. We are affected by some of the by-products of gov- 
ernmental activity, as in the case of this index 

Mr. Wier. Stay away from them. 

Mr. Barkin. Just as you indicated, during these types of emer- 
gencies, We sometimes have to do things that our own hearts don’t 
completely endorse, in terms of the greater well-being of our Nation. 
And most of us have found, or at least most of our unions have recog- 
nized that during periods such as this, which presumably will last 
nore than a year or two, the Government will have an intense interest. 
We want to be sure that the measures which Government apply to 
our action be as precise and as sound as we can possibly make it, with 
the knowledge and skills that the profession of statistics allows. 

Mr. Wier. I can only point out, to that statement, that you will 
find yourself in the same position that the Government employees are 
in if you follow that. 

Now. you can add something to that, Mr. Weinberg. 

Mr. Wetnserc. I would like to make this point, Mr. Wier, that 
this tendency to adopt the kind of wage formula that we have in our 
agreements, and that is becoming increasingly accepted elsewhere, 
is a result of some very sad experience since the prewar period. We 
have seen wage increase after wage increase (lissipated. in terms of 
buying power, by rises in prices. We have had some bitter strikes 
in our industry. In 1945-46, 250,000 General Motors workers were 
out on strike for 113 days, and he won 181% cents. Anda year later, 
they were not one whit ahead in buying power than they were when 
they started that strike. 

So we approached this thing from the standpoint of getting them 
whatever protection can be gotten them against rising prices, so that 
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what is given to them in their wage envelopes is not taken away at 
the grocery store. 

We realize the deficiencies of the index, and we have pointed out as 
many as we could in the time available, and we realize, on the other 
hand, that it is the best index available in the country at the present 
time, and it is certainly the only one that employers can be persuaded 
to accept as a means of adjusting wages. And it is, therefore, the 
only means by which we can get our membership any degree of pro- 
tection at all against the rise in the cost of living. 

But even with this price problem, we would not have accepted a 
cost of living escalator had there not been another factor in the picture. 
The labor movement, as you know, has historically opposed cost-of- 
living escalators, because the effect of such escalators, standing by 
themselves, is to freeze the worker’s share or freeze the worker’s living 
standard at the existing level, and if he only keeps up with price 
movements he never gets ahead. 

We accepted this thing only because there came with it the so-called 
improvement factor, which provides for a rise in real buying power, a 
rise in living standards once a year. 

We don’t think that that improvement is large enough to represent 
fully the workers’ equity in the fruits of our expanding economy, but 
it is an approach to it in principle, and it recognizes in principle that 
workers are entitled to a perpetually rising standard of living. 

These two things, together, we think open up very great prospects 
in collective bargaining in the future. With protection against price 
rises, with assurance that there is some degree of equity in the rising 
output of the economy, the worker maintains during the life of these 
agreements approximately his present share in the rising total output. 

When those agreements expire, we will be in there pitching to in- 
crease their share further, on the signing of the new agreement; and 
we have had a little experience that points to the possibility of suecess 
over a long period in doing this. We signed an agreement with Gen- 
eral Motors in 1948 on this formula, and the improvement factor at 
that time was 3 cents an hour, and we got our 3 cents an hour in 1949, 
and we kept pace with the cost of living. And in 1950, when we came 
to negotiate our new agreement, we made immediate gains amounting, 
in money value, to the equivalent of 19 cents an hour, and we are 
assured of a further 16 cents improvement in living standards through 
four annual 4-cent-an-hour improvement factors. And then, come 
1955, we will not have to fight, as we have had to fight repeatedly in 
the past, to regain ground we lost. We will be in there fighting to 
make further progress and again to protect that progress over the 
future period. 

Mr. Wier. Let me just make one reply to that. That is a very good 
position that you have made, but he cannot say that. 

Mr. Barkin. We have improvement factors in our contracts. 

Mr. Wier. But you cannot point out those gains that the United 
Auto Workers have made, in the textile industry, and very few indus- 
tries can point out the gains that he says they have made in the auto 
industry. What gains have you made under this esealator clause? 
I mean monetary gains. 

Mr. Barkin. Very significant ones. The most important, just tak- 
ing the basie contract which we have, our contract was signed in 
August of 1950, at which time we received a 10 percent wage increase : 
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and since that time we have received, as of April 1, a 9-cents-an-hour 
‘nerease under the escalator. And the next escalator adjustinent takes 
place on June 30, which, in view of the circumstances, probably would 
mean, if prices are the way they are, another 2 cents. And on Sep- 
tember 15, we have an improvement factor adjustment, very much 
like this one. We borrowed from the gains of the auto workers, the 
kind of adjustment type which they have developed, and that has been 
written into our contracts at the same time. 

Mr. Wier. Without the long detail, since vou signed an escalator 
clause contract, how much money—— 

Mr. Barkin. Nine cents. 

Mr. Wier. That is over a 2-vear period / 

Mr. Barkin. Since August of 1950. 

Mr. Wier. I thought you said that you have had this now since 
before that time. 

Mr. Barkin. We have had the escalator clause in a small number 
of plants, but it became an established program in our union back in 
Angust of 1950, 

Mr. Howe. I had a few questions, but I think some of them have 
been cleared up, and I know we have a lot of other witnesses waiting. 

Have you made a formal request to the Bureau for a tripartite 
committee, or is this sémething new ¢ 

Mr. Barkin. We have talked to them, but we haven't bound it up 
in red ribbon and with formal covers. We have mentioned the need 
for it. 

Very frankly, one incident which made it imperative, and which 
has convinced us of the need of it, was the recent experience in connec: 

on with the interim price adjustment. We found then that the 
Bureau took our sugeestions—and we describe it in our brief—and 
then to the American Statistical Association and discussed the prob- 
lems with a committee. They discussed the problems with the com- 
mittee and came to a conclusion as a result of their deliberations with 
that committee. That committee never had a presentation of our 
views and didn't know what our views were. Here is a group which 
was being consulted, which never really had to face us personally or see 
documents which would outline our views. And that experience, more 
than anything else, convinced us of the pressing need for a more 
orderly way of tying in the advisory groups to the Bureau. 

Mr. Howrtn. On the question of keeping up the eld index, vou sug- 
vest or you intimate that they are not too anxious to keep it up too 
long. 

They would almost have to keep it up. I should think. until current 
contracts based on it have expired, and L suppose in the meantime 
hew ones might be tied to it; and are they being tied to it, the new 
ones ¢ ' 

Mr. Bargin. ‘The new ones are being tied into it, for the very obvi- 
ous reason that most of us believe that the older index is a better 
measure of our living standards than the new adjusted one. 

Obviously, we are negotiating the contracts, and not the Bureau of 
Labor Statistics. 

Mr. Howe. You seem to suggest several indexes, and I suppose if 
they were all done we would wind up having four of five. There is the 
old index, and the interim revised index, and the new completely 
revised, and then a possible cost-of-living index, and then another 
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index for what vou characterize as relief clients and old pensioners. 
and what-not. 

Has anybody made any estimate of how much, roughly, additiona| 
cost would be needed to build the other indexes alongside or along 
with these ? 

Mr. Barkin. Mr. Howell, as for the first several ones you men 
tioned, we can all agree to erase. We, on our part, would be glad to 
see the interim index withdrawn. When the new one appears it would 
replace the existing one. 

That group consists of duplication, 

The second group, or the second index which we would conside: 
most important in priority, would be the cost-of-living index. We 
would not press the index for the low-income group. We are offering 
that for consideration primarily because | think it would help many 
of the governmental agencies throughout this country who are spend- 
ing money on it. I presume that you are aware that most of the wel- 
fare agencies of our country in the large cities make such computa- 
tions; and the duplication of expenditures by governmental agencies 
is tremendous in this one field. And I think it would be an over-all 
economy if that particular type of index and measure were provided. 

The final one, namely, on the tax adjustment, involves a very minor 
matter of cost. The only real cost involved would be the exploration 
of the problem of technique; and once you develop the technique, the 
cost would be very incidental, and it would be some clerk’s time for 
a few hours. 

Mr. Hower. But there would be other factors than taxes that 
would enter into that sum, too, if you tied it into this new so-called 
cost-of-living index. 

Mr. Barkin. We would consider the tax matter as a separate matter 
completely. It is a clerical computational matter, once you develop 
the technique. 

By the way. we could develop the technique of measurement our- 
selves. There is no difficulty, and we have done it. 

Mr. Howexit. But you would like to have the official sanction of 
the Bureau? 

Mr. Barkin. We would like the sanction of professional opinion for 
the procedure, and we respect the professional competence of the mem- 
bers of the Bureau staff. We think that they should be a little more 
sensitive to the realities of life, and that sensitivity we are trying to 
contribute, 

Mr. Hower. You laid a lot of stress on keeping a fixed basket, and 
if there were only one index maintained, would vou be as interested in 
that being a fixed basket, or would you not want to see them adjust to 
changes in buying habits and some of these other things ? 

Mr. Barkin. If there was only one, we want that to be that one 
fixed basket. We would like the Bureau to remain loyal to the index 
it defended. We are outdoing it in its own defense, because we will 
be able to measure and estimate the other costs if we know what the 
one fixed standard measurement is. 

Mr. Howe tn. oe you have any idea why you get such variance of 
figures between the BLS and the BAE index, other than that one 
factor that you mentioned, of pricing the goods that were currently 
being bought mostly ? 
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Mr. Barkin. I would say that there are three things that are in- 
volved. One is the types of commodities which are bought, that is, 
the importance of food as against rent, in choosing those two items. 
in an urban dweller’s life and in a farm life. There are the types of 
commodities they buy, and the pricing methods which they use would 
he the third one. 

Mr. Howetn. Of course, the pricing methods of the Bureau of Labor 
Statistics, you said were more accurate, did you not ¢ 

Mr. Barkin. I would say that they were different; they were both 
accurate for what they were trying to do. They are probably equally 
accurate, but they are trying to do two different things, and conse- 
quently confuse the measurement. 

Mr. Howrntn. If they were pricing the same thing, and you knew 
that they were, the same As of article, would not the Bureau of Labor 
Statistics’ methods probably come up with a little more accurate 
results 4 

Mr. Barkin. No. ‘The accuracy depends on what you want to meas- 
ure. The Bureau of Labor Statistics measures in a much narrower 
range of items. For example, as for the overalls, it measures the kind 
of item which we have just quoted. The BAKE measures the price of 
the item which the storekeeper says he is selling as overalls. They 
are likely to be different kinds of items in different stores. 

Mr. Forsyrie. Then, is it not true, since that is the way BAE 
prices that, that if the farmer happens to have a good year and buys 
more expensive overalls, that the index will show the purchase of 
better overalls the next vear, if that is what the farmers are actually 
bnuving ? 

Mr. Barkin. That iscorrect. Any improvement in the farm income 
which raises the quality of the goods that he buys, raises the index; 
and on the reverse, it is similarly true. If he has economic reverses 
and is consequently forced to buy more threadbare articles, the index 
will drop more precipitously than the BLS index. 

Mr. Hower. I think that I had better not ask any more now. And 
I might say that Forstmann Woolens are not in my district. We have 
the Princeton Woolen Mills, and they make a very high-grade worsted. 

Mr. Barry. If I were wearing my topcoat, that is what I would 
be wearing. We have very good relations with them, as you know. 

Mr. Morton. I have a few short questions. 

First by way of general comment, Mr. Barkin, I do not know whether 
vou heard the testimony here, and I doubt if you were able to, of the 
Bureau itself, and I do not think the hearings are vet available. But 
in getting their testimony, and in listening to your very excellent 
presentation, I do not think that you and they are so far apart. 

The tripartite committee is something new that was injected here, 
hut in listening carefully to their testimony, they showed a realistic 
acquaintance with most of the problems and suggestions that you have 
cutlined as being realistic problems that they faced: and whether or 
not thev are giving or attempting a solution to those problems rapidly 
enough to meet with your views is the area of argument. 

But I think that we are in a field where we are not 180 degrees apart, 
by any means. 

Mr. Barxtn. We have not been reluctant over the years to telling 
them what we think. 
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Mr. Morton. They certainly gave expression as recognizing realis- 
tically many of the problems which you bring up. 

Now, I just want to use a few examples, in order to attempt to clarify 
the record in connection with some of your suggestions here. 

On No. 6, all increase in cost due to the disappearance or decline 
of special items and the appearance of black-market operations should 
be reflected as price increases. 

You went through that in the last war, and you are rightfully, in 
my opinion, anticipating such a situation in the immediate future. 
I will give this example, and is this not an example of the problen 
that vou are up against: A man has been buying a pair of shoes, and 
let us call them Smith shoes, and let us say that the price on those 
shoes is SS at a certain period. The same store carries Jones shoes at 
S10. The agent comes in, the field representative of the Bureau of 
Labor Statistics comes in to note any price change, and Smith shoes 
have gone from SS to $8.50, and Jones shoes from $10 to $10.75. Smith 
Shoes have been the standard, and they are defined in the specifica 
tions, and they are used. So that the price is reported as an increase 
of 50 cents on a pair of $8 shoes, and that is given expression in the 
index. 

‘Then the man comes in to buy his work shoes, whatever these shoes 
are, and he wants a pair of Smith shoes, and he has been buying them 
for years. “Well, yes, sure I have got them.” “All right, give me a 
pair of 10’s.” “I haven't got anything smaller than 12’s or anything 
larger than 745, and I can’t get any more of those shoes.” So he has 
to pay the extra $2.25 for the Jones shoes, which are available in all 
sizes: because of the price control or for some other reason, the Smith 
shoe is no longer in production. 

Now, your point is that that must find in some way a reflection in 
this index, if the index is to be a proper measure in your escalator 
clause in yvour contrac ts¢ 

Mr. Barkin. That is correct. 

Mr. Morvron. Now then, when you get into the BAE figures, the 
Bureau of Agricultural Economics figures, I think that you have 
brought out a very good point there, and I think that some of us— 
perhaps this committee is the proper one—but somehow, this Congress 
has got to vive consideration to it. 

Naturally, the Bureau of Labor Statistics has nothing to do with 
the De partment of Agriculture or the Bureau of Agricultural 
Khe oe 

You have described, and I think very accurately, how the BAE 
ficure is made up. Now, are we not in this position : We automatic- 
ally, if we get a good year on the farms in this country, if this index 
isa measure of the cost of living of the farmer, push it up because of 
his buying habits? 

Mr. Barwin, That is correct. 

Mr. Morvron. For example; I was in the milling business, the flour 
milling business, before I came into the Congress, and we did our 
business in the South. If there was a good year on cotton, we would 
send in to Mississippi the highest er: ade flour that we could mill, 
and therefore the most expensive; and if cotton failed or if the price 
of cotton was low, their demand was for the cheapest thing that they 
could get to keep body alive, and the price differentials might be as 
much as $2 or $3.a hundredweight on those two grades. They preferred 
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the better, bought it whenever they could, because they were in a rural 
community and there was home baking going on. But when they 
did not have the money, and they had to eat. they took the lower. 

When the Bureau of Agricultural Economies asks that country 
merchant in a crossroads in Mississippi, “What is the price on flour 
that you are selling,” it depends on how good, in terms of dollar 
yield, was the cotton crop which they had just harvested. Tf they had 
a good cotton crop, they bought the better flour, and the cost of living 
to the farmer, in that sense, went up. 

That is the basic difference between that measure and yours, and a 
very dangerous thing, because the higher goes vour farm income, the 
higher goes what is recognized, right or wrong it is still recognized as 
a cost of living to farm families. 

Conversely, when it starts down, their cost of living goes down, 
because they have to buy poor things, so that your parity will go down. 

So it really is a discrimination against them. 

[ am trving to give homely examples for the sake of the record, and 
am I correct in those ? 

Mr. Barkin. That is correct. And I think that the farm organi- 
zations might devote some attention to this problem, too. An equitable 
solution, both of their interests and the public interest, should be 
developed for the long-term rather than for the short run. They are 
going to yell against the Bureau of Agricultural Economics as soon 
as conditions reverse themselves. 

Mr. Morton. IT have only one other brief question. You have 
pointed out, rightfully, the need for the determination of quality and 
detailed specifications in these items. Well, I do not know what they 
use for all items, but I will say this, that after listening to Mrs. Hoo- 
ver’s testimony on overalls, they certainly have some detailed specifi- 
cations there. She has got it right down to the thread, and whether 
it is the weight of the goods, and whether it is preshrunk or not, and 
whether it is double-stitched or not, and even down to these things 
that hold your pencil. 

Mr. Barkin. That is correct. Now, fortunately, the overall serves 
their case very well, because it is a standardized item and can be 
employed. Without going through the other details, if you would 
take the specifications on a lot of other items—and I do not think that 
there is much point in reading them—vou take some of those specifica- 
tions as a personal exercise and go into a store and you will see the 
range of goods in a big department store, that can be bought for those 
specifications. If you take their dress specifications, and their men’s 
suit specifications, not to speak of the less and less adequate ones when 
vou get into furniture and other items of that kind, they become less 
and less precise. 

Mr. Morron. That is the reason for my question. IT wanted you 
to answer that. On other words, in certain fields where specifications 
are readily appleable, as they are in most foods that are graded, 
or brands that are nationally established, or even shoes or overalls. 
but vou get into an aren where it is more and more difficult to develop 
these specifications, and therefore, the overall picture that we had 
presented here might not, in your judgment, apply across the board 
to all items in the market basket, as definitely as it did in that case. 
Is that vour point 4 
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Mr. Bargin. I think Mrs. Hoover would be the first one to protest 
any conclusion which would be drawn from her submission of the 
illustration of overalls, that the overall is a typical example of the 
degree of detail represented by its specification, or the narrowness 
of the range of commodities which could be chosen on the basis ot 
their specifications. If you get beyond the overall and a few other 
items like that, you would have to really choose from among many 
alternatives. 

Mr. Morron. I will not go into the differences between CIO and 
AFL wage contracts, and I do not think there is any point in that, 
at this point. 

Mr. Vam. I was interested in your comment yesterday with respect 
to the wide difference between American society in 1950 as compared 
with 1935. I wonder if you would elaborate a little on that and give 
us your opinion as to whether or not that period represented an 
evolution, or otherwise, and in what respest. 

Mr. Barkin. Well, I think it has been a most progressive time. | 
think the best way to measure the change is somewhat as follows: 
If you met a worker im 1935, he wasn’t sure that there was a job for 
him and he didn’t know whether there was a future for him. And, 
well, a worker now knows that in 1951 he has got a job, he has got 
relatively decent wages, and he knows his standard of living is going 
to continuously rise, and he knows that this country is going to ex 
pand and its opportunities are going to expand. 

Now, that is, without going into all of the details, about the change 
in atmosphere that we find. It is the buoyancy and optimism, con- 
trasted with the uncertainty and dejection and even frustration which 
prevailed in 1935. It was 1934 to 1936, to be precise. 

Mr. Vain. That period approximately represents the span of life 
of the CIO. 

Mr. Barkin. We began there, and we are very much indebted to you, 
Mr. Vail, for pointing out our contribution to introducing the spirit 
of optimism in this country. 

But we may add likewise—I am sorry Mr. Morton isn’t here—that 
the AFL has contributed to that optimism, as well. 

Mr. Vain. It is unnecessary for me to ask the next question, as to 
what you consider the prime factors in bringing this change about. 

Mr. Barkin. Well, I think the fact of the matter is, we have all 
contributed. One thing, I think, that we in the CIO, and the AFL 
unions as well, we in labor organizations—I think the thing we take 
greatest pride in is the fact that we have created a labor movement 
in this country as indigenous and as representative of the spirit of 
optimism and expansion, as is found in any institution in this country. 
The very drive which we represent for constant progress, I think is 
the thing that we are proudest of. 

I will just inject one comment which I frequently use in addresses 
to public or employer groups. I find that sometimes what we 
have to say is a little difficult to swallow and a little new, and the 
audience gets a little restless. And about that time I ask them: “Now, 
what is the greatest compliment the trade union can ever pay an em- 
ployer?” And that, of course, seems a rather strange question to 
address, because nobody really associates compliments to employers 
from unions. And in order to shock them a bit more and prepare them 
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for the second dose, I say: “My answer is, well, when a union comes 
in and asks you for a wage increase, it is really the greatest compli- 
ment that they can pay you. They ask you for a wage increase this 
vear, and they know that they are going to ask vou for one next vear, 
and by next year they know that you will have worked out that 
increase so that it wouldn’t have cost you anything, so we can come 
back for some more.” 

Mr. Vain. I notice that you take issue with the index rent figure, 
which indicates a 33-point rise, if I remember the figure correctly. 
We have had a 15-percent increase, which is the only increase that 
i know anything about, and now, of course, we know that there have 
been other increases that have been brought about by reason of shifts 
from unfurnished apartments and reduction or 6- or 8- room apart- 
ments to l-room apartments, and all of that sort of thing. 

You also refer to a very intangible thing, the passage of money 
under the table to the landlord or his representative. Do you not 
think that it might be a good idea to suggest that rents be established 
on an escalator plan, to let the Department of Labor work out the 
statistics, and determine rent increases on the basis of cost of opera- 
tion on a sensible plan, rather than inflict damage on one landlord 
and a benefit on another? Might not that be a good suggestion, in 
order that we might have a determinable figure, and at the same 
(ime set up regulations preventing the shifts of apartments to take 
advantage of loopholes in the law ‘ 

Mr. Barkin. Mr. Vail—first. I will make this comment. I have 
learned over the vears that I should not really change life to make it 
easier to measure it. That is a much more difficult job than changing 
the figures to measure life. So that the job that you have suggested, 
or the alternative or challenge that you have offered me, is so huge, 
and one with which 1 might not completely agree in theory as well, 
but in any event the problem of measurement might be faciliated by 
that kind of an arrangement, but that is hardly the most important 
matter. We will find ways of measuring it. 

Secondly, on the rent, you do find now, under your formulas of 
rent control, that the increases in costs are recognized by the rent 
control. We also know that the percentage of our homes, urban 
homes, which are now under rent control, has been diminishing very, 
very considerably, and many of us feel too quickly. Some of us 
even feel that controls should be reestablished. So you really are 
opening up a wide area of controversy in this field. 

Mr. Varv. I have nothing further. 

Mr. Forsyrur. I have just one question. 

On this question of tripartite committee to consider problems and 
make recommendations, my recollection is when the Meany-Thomas 
report was filed, there was a tripartite committee set up at that time 
by Mr. Davis to consider the report and to make a report to the 
President. 

My recollection is that there was, to put it mildly,a lot of wrangling, 
and it ended up by splitting completely, and the labor people came 
out with one report, or at least Thomas came out with a report, and 
! am not sure whether the AFL joined in that or not. 

Mr. Barkin. They did; they had a report. 
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Mr. Forsyrie. And Chairman Davis came out with another report, 
I do not recall whether the management people had a third one, 0: 
not. 

Mr. Barkin. Phev did. 

Mr. Forsyrue. In view of that, would vou like to comment on the 
possibility of getting together on your idea? It seems to me thi 
history would likely repeat itself. 

Mr. Barkin. Well, one interesting thing about history is that 
seldom repeats itself. Not that I wanted to take exception to so ol 
a wisdom as the one you were offering, but nonetheless, there is equally 
good evidence to support my conclusion that it doesn’t repeat itself, 

Secondly, the virtue of our proposal is that we will not be trying 
to hammer out our differences under the kheg lights of public opin 
ion and public controversy, but will be seeking to do it long before 
the issue becomes hot. 

As I indicated in my original presentation, and with all seriousness, 
I have said this to the officers of the Bureau of Labor Statisties: | 
hold them responsible for that public controversy. Their attituce 
and their unbending defense of things on which they have had to yield, 
and which they have had to acknowledge, had its effect on other 
participants in that controversy. We have had relations with other 
bureaus in the Government. We have had our differences with them, 
too. But the defensiveness of the Bureau of Labor Statistics in mat- 
ters where we are concerned, and where we offer proposals, is not 
really matched in other groups and other bureaus which have less 
reason and less legal reason to be interested in what we have to say. 

I think that their sensitivity to public comment about the fact that 
they found something meritorious in what a trade-union man is say 
ing, is so great that they would rather turn it down and resist it than 
search its merit and adopt whatever they think is most beneficial and 
sound, 

Mr. Forsytri. That is all. 

Mr. Morron. I have one more very brief question. 

Your first point in your recommendations—the index should con 
tinue to be based on the expenditure pattern of wage earners and 
lower salaried clerical employees—with that Iam in thorough agree 
ment, as I feel we all are. 

Could you, or am I mistaken, did you yesterday, indicate where 
the mean figure might be that we would depart from 4 

Mr. Barkin. We were willing to adopt the same mean and the same 
range as the Bureau has used to date, which was originally $1,524, 
and which would be now somewhere about $2,825, or thereabouts. 

Mr. Wernpere. On that point, the Bureau has up to now always 
been able to tell us that this index represents the expenditures of fami 
lies with incomes of $1,520, on the average, in 1934-386. At this point. 
asa result of the interim revision, the Bureau is not able to tell us what 
income level its index represents, because of the mass of data used 
in making that revision that relates to general consumption expendi 
ture patterns, but not to the consumption expenditure patterns of wage 
earners and lower salaried clerical workers. 

Mr. Barkin. Thank you very much. 

Mr. Steep. Thank you very much. 

Mr. Barkin. We are very appreciative of your efforts. 
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(The supplemental statements referred to earlier in the witness’ 
testimony are as follows:) 


STATEMENTS APPENDED TO TESTIMONY BY SOLOMON BARKIN 
ON BEHALF OF THE CIO 


RENT INDEX 


We shall deal in some detail with the rent index for two reasons. (1) From a 
technical standpoint, the rent index is probably the weakest major component 
of the CPI. (2) The history of our efforts to secure correction of the weak- 
nesses of the rent index will serve to illustrate and document the problems 
encountered in our relations with the Bureau. 


FEATURES OF THE RENT INDEX 


Discussion of the rent index will be facilitated if certain features of its 
construction are noted at the outset : 

1. The index is computed from a sample of identical rental units which remains 
essentially unchanged for years at a time. 

2. When the samples are revised, the new sample is linked to the old, i. e., if 
rents for comparable dwellings in the new sample are higher than in the old 
sample, that fact is not permitted to affect the level of the index. (A recent 
deviation from this procedure with respect to differences in rent levels between 
old and new dwellings only will be discussed below. 

3. The index purports to represent changes in home-ownership costs as well 
as in rents, but data are. gathered only for rents, and oWnership costs are 
assumed to move together with rents. 

t. Although the CPI as a whole is supposed to reflect changes in prices paid 
hy wage earners and low-salaried clerical workers, the sample used for con- 
struction of the rent index is a cross section of all rental units in the com- 
munities covered including those units which only the wealthiest families can 
afford. 
+. By “linking in” new population weights for the cities covered by the index, 
the Bureau conceals changes in the average rent level resulting from movement of 
population from low-rent to high-rent communities or vice versa. 


EFFORTS TO CORRECT WEAKNESSES 
Vew unit bias 

As long ago as February 25, 1944, the Bureau publicly admitted the existence 
of the error in its rent index known as “new unit bias.” This error results from 
the maintenance over extended periods of fixed housing samples, and the “link- 
ing in” of new units, regardless of the level of their rents, on the infrequent 
occasions When the samples are changed. 

To illustrate, suppose a community which, in January, has only one dwelling 
renting for $50. Suppose, now, that a newly built unit put on the market a 
month later rented for $100. Suppose further that the rent index for this 
community was 100 in January. The addition of the new unit would raise average 
rents in the community to $75, an increase of 50 percent. Yet, by the Bureau's 
method, the February index would show no change from the January level and 
would still be 100 instead of 150. 

The reason is that the Bureau permits the level of the index to be affected 
only by those changes in rents which occur after a dwelling unit is introduced 
nto the sample. In our illustration, the index would remain indefinitely at 
100 no matter how many new high-rent dwellings were built in the community so 
long as the rents for those dwellings did not change after they were brought 
into the sample. 

If, however, the rent on the new dwelling in the example were subsequently 
reduced by $30, the index would drop to 80 even though the average level of 
rents in the community would be $60 or 20 percent higher than the original $50. 

While the Bureau admitted in 1944 that this procedure led to understatement of 
rent rises in its index, the Bureau tried to create the impression that the under- 
statement is periodically corrected. The Bureau's “appraisal” of the so-called 
Meany-Thomas report said: 

“Thus, in a period of housing scarcity when rents for new dwellings are in fact 


somewhat higher than the proportion of all such units, but it is certainly not as 
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[sic] understate the rise in rents. Periodically the Bureau checks the general 
level of rents by a new survey of representative homes.” [Emphasis supplied. | 
The emphasized sentence creates a totally misleading impression. It is true 
that the periodic surveys did enable the Bureau to check the general level of 
rents. But use of the linking method prevented the results of the survey checks 
from being reflected in the index. Never until 1951, and then only with grea 
reluctance, did the Bureau use rent survey data to adjust the level of the rent 
index. 
Size of the error 

The Bureau has recently estimated that as of December 19438 (the last month 
for which the index was published prior to admission of a new unit bias), the 
error already amounted to 0.8 index points in the rent component. 

It was inevitable, in view of the nature of the bias, that the size of the error 
would grow with time. During the war, new rental units came into the market 
at higher rentals than comparable existing units. In the postwar period, newl) 
constructed units, not subject to rent control, brought their owners exorbitant 
rents; and the number of new units built reached unprecedented levels. The 
size of the bias is determined by a combination of (a) the proportion of new 
units in relation to the total housing supply and (0b) the differential in rent as 
between comparable old and new units. 

The error had grown to 7.1 points in the rent index, according to the Bureau's 
calculations, by October 1950, the first month for which the Bureau published its 
definitive correction for the bias. (As will be shown, even this figure is an under 
Statement since the correction was incomplete and out of date.) 
The Bureau's responsibility 

Although it was clear beyond doubt that the error was growing rapidly, the 

sureau did nothing at all about it until the spring of 1949. The Bureau's rent 

samples were revised in 1944-45 and the data collected for that purpose could 
have been used at that time to correct the error that was already admitted to 
exist. But this was not done. 

The Bureau, for many years after February 1944, raised questions about the 
feasibility of correcting the error at all. In fact the essentials of the method 
ultimately used to correct the error were devised by the research director of a 
CIO union who was forced by Bureau inertia to do what the Bureau was presum- 
ably being paid to do out of public funds. 

The Bureau also must bear the responsibility for inexcusable delay in comput- 
ing from available data, and publishing, the best possible estimate of the size of 
the error. It finally published such an estimate in May 1949. 

In addition, the Bureau must bear the responsibility for making only a partial 
and incomplete correction for the error and for failing to keep even that corre: 
tion up to date. 

The original estimate 

The problem of new unit bias repeatedly came up in formal and informal 
discussions between the Bureau and union research directors throughout the 
period between February 1944 and the spring of 1949. 

The Bureau finally agreed to estimate the size of the error on the basis of 
various kinds of pertinent data that were available without the expenditure of 
additional funds for collection purposes. 

The Bureau submitted its estimate to a meeting of union research directors 
in the spring of 1949. In presenting the data, the Bureau’s spokesman suggested 
four possible ways of dealing with the estimates: 

1. It could be thrown into the wastebasket. 

2. It could be published as a technical article in the Monthly Labor Review. 

3. It could be embodied in a footnote to the regular monthly releases on the 
index. 

1. It could be incorporated into the index itself 

The order in which these alternatives are listed above was the Bureau’s order 
of preference. 

‘The Bureau refused to embody the correction in the index on grounds that it 
was an estimate and therefore insufficiently precise to incorporate into the index 
It took this position despite that fact that it could not deny that the accuracy of 
rent index would be increased if revised in accordance with the estimate. 

It is interesting to note, in passing, the marked contrast between the Bureau's 
insistence on precision in this instance and its action in connection with the so- 
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called “interim revision” of the index which is built up in large part on a pyra- 
mided series of estimates subject to wide margins of error. 

The Bureau finally agreed to accept the third of its four alternatives with 
regard to its estimate of the rent error—to publish the estimate in a footnote 
to the regular releases on the index. 


Understatement in the estimate 

This estimate was first published in May 1949 as part of the release issued in 
connection with the index for April 1949. The release stated that the error, as of 
February 1949, amounted to 3.5 to 5 index points in the rent component. 

In discussing this estimate with the Bureau, the union research directors 
expressed the view that it was too low. They pointed out (1) that the data on 
the proportion of new to old units did not give adequate representation to subur- 
ban areas where new construction was heaviest and (2) that in estimating the 
differential in rents between old and new units the Bureau had used the differen- 
tial in the median city without making an adjustment for varying proportions of 
new construction as among the cities in order to approximate the differential for 
the median unit. 

We were confirmed in our belief that the estimate was too low when the Bureau 
was nearing the completion of its “final” calculations on the size of the error 
based on actual survey data. It was evident that the Bureau staff members 
involved were startled and seriously disturbed by the extent by which their final 
ealeulation exceeded their original estimate. 

This surprise was given mild expression in the Monthly Labor Review article 
on the rent correction which stated: 

“The amount of this correction is somewhat higher than the 1949 rough esti- 
mate * * * bheeause it takes into account the very high rate of new rental 
construction during 1949 and also because the measurement was more accurate.” 
{Emphasis supplied. | 

While the high volume of construction in 1949 was undoubtedly a factor account- 
ing for part of the discrepancy, greater accuracy of measurement, taking into 
account the factors mentioned above, must have played a more significant role 
in creating the discrepancy. 

It is interesting that in allocating the differential month by month back to 
1940 the Bureau apparently interpolated between its original estimate and its 
final computation. Specifically, the correction made for February 1949, the month 
to which the original estimate was applicable, is 4.9 points or just under the top 
of the 3.5- to 5-point range of that estimate. 


Correction out of date 


The rent correction was 10 months out of date by the time the Bureau first 
published it. Despite our urgings, however, the Bureau has refused to keep it 
up to date even on an estimated basis. 

The release on the index for October 1950, which first announced the “final” 
correction, admitted that “No part of this correction reflects developments during 
the year 1950.” 

The release went on to explain this failure to keep the correction current by 
declaring : 

“Although a great many new dwellings were built during 1950, rents were 
decontrolled in 1950 in a number of cities. While the additional building would 
add to the accumulated bias, the decontrol would diminish it; the Bureau has, 
therefore, no way of estimating the net effect since January 1950.” 

The fact is that there were two possibilities for getting at the net effect. 
The Bureau could have used the same kinds of data used in making its original 
estimate. Or it could have revised its procedures for obtaining rent data 
so as to keep the correction current on the basis of its field agents’ reports. 
The field agents could have been asked to secure rents at each collection period 
not only from the fixed sample of dwelling units but also from new dwellings 
constructed on a preselected sample of lots previously without houses in them. 
The rent data so collected for new dwellings could have been compared with 
data for comparable old dwellings in the same manner as was employed in 
aking the basic new unit bias calculation. 

These two possibilities for keeping the correction current were suggested to 
the Bureau but not adopted. 

The correction is calculated on the basis of the percentage error found in 
the late 1949 early 1950 surveys. This percentage is applied to the uncorrected 
rent index for all succeeding months to obtain the “corrected” index. 
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Such a mechanical procedure takes account neither of additional bias accumu- 
lated nor of the extent to which that accumulation may be offset by decontrol. 

The 1950 rental construction rate was so high that on the basis of the limited 
information available, we are inclined to believe that it could be offset only to 
a limited extent by the narrowing of the rent differential between old and new 
units in those cities in the index where rents have been decontrolled. The nine 
index cities decontrelied to date have a total weight of only 18 percent in the 
combined index in all 34 cities. 

Collection and publication of the facts on the current movement of rents 
would allay the doubts and suspicions that otherwise inevitably arise in the 
minds of those whose wages are dependent directly or indirectly on the index, 


Correction incomplete 

The Bureau's failure to keep the correction current aggravates another 
und more serious failure—the initial failure to apply the correction consistently 
with the concept of the rent index. Specifically, no correction was made for 
new unit bias for owned homes as distinguished from rental dwellings. 

As previously noted, the rent index is, in theory, supposed to reflect changes 
in the costs of home owners as well as of tenants. The total weight used to 
combine the rent component with the remaining components in calculating the 
“all items” index includes a subweight reflecting the housing expenditures of 
home owners. It is assumed that ownership costs move together with rents. 

in the period preceding World War II this may have been a reasonably valid 
assumption. But events since the beginning of that war have made that assump 
tion increasingly less realistic to the point of absurdity. 


Rise in ownership costs 

Rents have been controlled while prices of houses—both new and old 
have not. Average prices of homes have therefore risen far more than average 
rents. As prices have risen, so have the monthly interest payments of those 
who bought homes on mortgages—undoubtedly the great majority of all pur- 
chasers during this period. Tuxes have risen as inflation forced up the operat 
ing costs of the cities. Costs of labor and materials for maintenance and 
repair have been greatly increased for owners but are scarcely reflected in the 
rental component because expenditures by tenants are ignored and those by 
landlords are cushioned for the tenant by rent control. 

The Bureau's own expenditure studies show that home-owner housing ex 
penditures have increased faster than tenant expenditures to a degree far 
greater than could conceivably be explained solely in terms of. better mainte 
nance and repair. 

An increasingly large proportion of the population is affected by the greater 
rise in owner as compared to tenant costs. Many families were forced to buy 
homes, despite their preference for renting, as builders concentrated on sales 
riuther than rental units, and as existing dwellings were shifted from the rental 
to the sales market to get out from under rent control. 

This greater rise in owner as compared to tenant costs has affected owners of 
old as well as of new units. In this respect, the situation is different from the 
“new unit bias” for rented dwellings which represented a failure to measure the 
rise in costs for tenants of new dwellings only. But increased tax rates and 
higher maintenance and repair costs strike with equal impact owners of new 
and old dwellings alike. Higher house prices and resultant increased monthly 
interest payments affect all of the enormous group of families that bought old 
as well as new houses on a rising market in the course of the great intra- and 
inter-area population movements of the war and pastwar years. 

New unit bias for owned homes 

Data were available to make at least a partial correction, entirely consistent 
with the concept of the rent index, for new unit bias as it affects owned as 
distinguished from rented homes. 

In the course of its housing surveys in late 1949 and early 1950, the Bureau 
had gathered data on the proportion of new owned homes as compared to the 
total number of owned homes in the index cities. 

Instead of utilizing these data, the Bureau chose to apply a mechanical method 
involving implicit assumptions in conflict with the facts its own agents had 
gathered. The Bureau applied to the existing ownership weight in the rent 
component exactly the same correction factor as was applied to the renta 
weight. The implicit assumptions were that the proportion of new to old owned 
units and the differential between them were identical with those found for rental 
units. 
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The Bureau’s survey had revealed, however, that the first of these assumptions 
was untenable. The proportion of new to old units was much greater among 
owned than among rented dwellings. 

It was therefore proposed to the Bureau by one CIO union that in computing 
the new unit bias correction, it take the proportion of all new units—owned and 
rented together—and apply to it the differential which it had found as between 
old and new rental units. The Bureau’s own proposed method involved the 
application of the rental differential to the ownership as well as the tenant 
weight of the rent index. Thus there was no difference of opinion on that score. 
The union proposal differed from the Bureau’s only in that it required recog 
nition of the Bureau’s own findings as to the relatively greater increase in new 
owned as compared with new rental units. This was certainly reasonable in 
connection with an index that purported to reflect changing costs in both 
segments of the housing market. 

The Bureau had found also that the proportion of owned to rented units had 
increased greatly. Thus there was justification for urging an increase in the 
ownership weight in the index and application to that increased weight of a 
separate and larger new unit bias correction based on the larger proportion of 
new owned as compared with new rental units. Weights of various components 
of the index were being altered drastically at the time on the basis of estimates 
rather than direct data of the sort available for the subcomponents of the rent 
index. 





Inclusion of rent correction in unrevised index 

When the Bureau insisted on confining its original estimate of new unit bias 
to a footnote, it was clearly understood by all concerned that the correction to 
be computed from survey data would be embodied in the index. The Burean’s 
commitment to this effect was repeated in conversations, in correspondence, and 
in minutes prepared by members of the Bureau's staff. 

Incorporation of the correction into the index proper was a matter of some 
importance since most collective bargaining agreements relating wages to the 
index did not provide for recognition of footnotes. 

The commitment to work the correction into the index was made long before 
the outbreak in Korea which, we are told, first led to consideration of an interim 
revision of the index. Therefore, it was clearly the unrevised index to which the 
commitment applied. 

The Bureau, however, embodied the correction only in the revised index and 
not in the unrevised. 

It was evident that if both indexes included the rent correction, the revised 
would be lower than the unrevised. Thus, the failure to abide by its commit 
ment to add the correction to the unrevised index created the feeling in trade- 
union circles that the Bureau was attempting to force acceptance of the adjusted 
index despite its known defects. This greatly complicated collective bargain 


ing in situations where agreements provided for use of the old index since 1 


index did not serve as fully as the adjusted series to reflect the actual rise it 
rents. 
REMAINING ERRORS IN RENT INDEX 
We have recited the above facts to provide the onunittee with insight into 
the difficulties which beset our dealings with the Burean’s staif. Incidental 


that discussion, there has emerged, we hope. a description of the defect of the 
rent index known as “new unit bias.” In addition, the rent Component suffe 
from other defects which we shall attempt to describe below. 

Failure te reflect depreciation 


The maintenance of fixed dwelling unit samples over extended periods of time 


gives the rent index an inherent downward bias. The fixed sample assures tha 
the index will reflect the constantly lower rentals resulting from depreciation 
of the units in the sample. The linking in of new samples and new units pre 


vents correction for this factor by reflection of the rek 
applicable to comparable new units. 

An exatiple will illustrate the point. Assume that: 

(a) The total number of rental units remains unchanged from year to year 
as a result of the exact balancing of units removed from the market by units 
newly built and added to the market. 

(¥) Removals from the market are exactly balanced by additions in all speci- 
fication groups. 


itively higher rentals 
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(c) The rate of removals and additions ithin all specification groups is con 
stant from year to year and uniform as among the groups. 

(d) Rentals for the units added to the market at any point in time are iden- 
tical with the original rentals for comparable new units added at the beginning 
of the period. 

(e) Rentals for all units exactly reflect their individual depreciation and all 
the units depreciate at a uniform and constant rate. (For example, if a unit 
built in 1930 rents initially for $50 a month, and depreciation is 2 percent a year, 
the rent will be $40 in 1940 and $380 in 1950.) 

Under these circumstances, an average taken of all rents being charged at 
any point in time would be identical with an average taken at any other time. 
The general level of rents would remain unchanged. However, an index of 
rents compiled by the fixed-sample method used by the Bureau will show a con- 
stant decline. 

If, for example, the Bureau selected its sample in 1980 and maintained the 
same sample until 1940, depreciation at the rate of 2 percent a year would lower 
the index by 20 percent over the 10-year period. If in 1940, the Bureau selected 
a new sample and linked it to the old one, the level of the index would not be 
affected by the sample change and depreciation would continue to affect the index 
based on the new sample so that, by 1950, the index would be 40 percent lower 
than the 1930 level. 

Thus, in effect, the Bureau's rent index is an index of depreciation adjusted 
for rental fluctuations. 

The method of constant introduction of new units into the sample suggested 
for keeping the new unit bias correction current would serve also to correct at 
least partially for this depreciation bias. However, as noted, the Bureau has 
refused to act on that suggestion. 

Until it adopts that device or some other appropriate improvement in its 
rental collection and calculation procedure, the rent index will continue to 
reflect this built-in downward bias. 

Rent sample incompatible with index concept 

As noted, the Consumers’ Price Index as a whole purports to reflect changes 
in prices paid by wage earners and lower-salaried clerical workers. The specific 
goods and services priced by the Bureau’s agents are defined in terms of speci- 
fications which are supposed to reflect the kinds and qualities bought by wage 
earners and lower-salaried clerical workers. 

When it comes to housing, however, the Bureau's dwelling units samples are 
eross sections of all rental ranges in each of the cities covered. The sampling 
methods employed assure representation of all types of housekeeping quarters 
from slum dwellings to luxury apartments and houses. 

This broad sampling in the housing field would be a matter of no conse- 
quence if rents increased and decreased at the same time and in the same pro- 
portion regardless of the kind of dwelling unit involved. 

The available data, however, indicate that it would be grossly fallacious 
to assume that all rents tend to move alike regardless of their level. 

The evidence shows conclusively that in recent years, at least, rents, on low- 
rent dwellings have increased far more sharply than those on upper-bracket 
homes and apartments. 

The Bureau itself has found, for example, that rent decontrol results in much 
sharper increases on low- than on high-rent dwellings. In reporting on a recent 
survey of rents in nine decontrolled cities, the Bureau’s release says, “In every 
city the largest percentage increases in rents occurred among the dwellings 
which rented for less than $30 per month before decontrol.” The release showed 
also that rent increases following decontrol occurred with proportionately much 
greater frequency on low-rent dwellings than on those carrying higher rentals. 

The Census Bureau provides evidence to the same effect on a broader scale 
and covering a longer period. Quartile “gross” rent data for 1940 and 1950 
ean be computed from census data for all urban and rural nonfarm rental 
dwellings. “Gross rents, which include adjustments for payments made by 
tenants for water, gas electricity, etc., are used instead of “contract” rents 
to avoid distortion of the comparison by shifts between 1940 and 1950 in the 
proportions of tenants who pay their own bills for these items. ) 

One-fourth of all tenants pay less rent than the first quartile; one-half pay 
less rent than the median for second quartile) rent; and three-fourths pay less 
rent than the third quartile. 
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Census data show that the first quartile increased by 81 percent, from $16.60 
to $30.04 between 1940 and 1950. The median increased -by 54.9 percent, from 
27.32 to $42.31. The third quartile rose by only 42.7 percent, from $39.40 to 
$56.21. 

The low-rent dwellings, of course, are those most likely to be occupied by wage 
earners and low-salaried clerical workers. Thus, the typical rents of the 
dwellings occupied by those groups whose costs are supposed to be reflected 
by the index rose much more sharply than rents in general. But the index 
conceals the full impact of rent increases on wage earners and lower-salaried 
clerical workers because it lumps in with the rents they pay the slower moving 
rents of much higher income groups. 

Part of the differential imcrease in the first quartile may be the result of 
slum clearance or other removals of the most dilapidated dwellings from the 
market. However, the disappearance of these dwelling units imposes on their 
occupants the necessity to find new homes, with the strong probability that they 
will have to pay higher rents. This is a type of forced uptrading that the index 
certainly should reflect. It does not do so now because dwellings removed from 
the market are linked out of the rent sample. The linking process, of course, 
prevents the index from reflecting the higher level of average rents resulting 
from the departure fom the market of the units carrying the lowest rents. 

It should be noted, also, that many of those displaced from cleared slums 
may not be able to afford any of the available types of family dwellings. In- 
stead of uptrading, they may find their way into already overcrowded room- 
ing houses thus putting greater pressure on the supply and driving up the rents 
for such quarters. The index will not reflect that fact since the sample does 
not inclide rooming houses. 





Mridence of understatement of general rent inerease 

Reference has been made to the 54.9 percent rise in median gross rents shown 
hy the census for the period from 1940 to 1950. During the same perod, the Bu- 
reaw’s revised rent index showed a rise of 25.2 percent. 

Admittedly there are differences in concept and coverage as between the two 
sets of figures. But these seem hardly sufficient to explain the enormous gap 
between them. (When 1950 census data for individual cities become available, 
it Will be possible to make more reliable comparisons with BLS figures. ) 

It thus appears that BLS seriously understates the rent increase not only for 
Wage earners’ and low-salaried clerical workers’ families, but for all families. 

On this score alone, it is apparent that the Bureau’s rent index requires the 
most intensive investigation. 

Kither the discrepancy between BLS figures and census figures must be ex- 
plained in terms that leave no doubt of the validity of the BLS index as a meas- 
of the impact of rising rents on wage and low-salaried workers’ families; or the 
index must be revised to inake it an accurate measure of that impact. 

We shall be prepared at the proper time to present to the tripartite committee 
Whose creation we propose a method for checking BLS against census rent data 
which, we believe, will shed considerable light on the deficiencies of the BLS 
rent index. 

Underrepresentation of decontrolled areas, 

It has long been recognized that the area coverage of the index is insufficient. 
All committees and groups participating in the wartime controversy over the 
index were agreed that it would be desirable to expand the number of cities 
covered by the index. 

That this has not been done is primarily the fault of Congress rather than 
of the Bureau. The funds for greater city coverage were not made available. 

The Bureau, however, does have an obligation to make crystal clear the lim- 
itations imposed by the present city Coverage on the usefulness of the index in 
measuring changes in consumer price in urban areas generally. 

This the Bureau has failed to do with respect to the problems Created by rent 
decontrol. The population of the communities covered by the index remains 
under rent control in far higher proportion than the urban population at large. 

At this time, only .9 of the 34 cties in the index have been decontrolled. Of 
the total population weight of al communities in the index, a weight of 18 per- 
cent is given to the decontrolled areas and 82 percent to those still under rent 
control. 

In contrast, there now remain under rent control, State or Federal, only 46 
percent of the number of rental dwelling units controlled at the peak of the 
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rent-control program. (The proportion of urban units under control may bé 


somewhat higher than the proportion of all such units, but it is certainly not as 


high as the S82 percent suggested by the BLS sample.) 
Changing population weights 

During the war and postwar years vast shifts of population have occurred in 
the United States. The various areas of the country have been affected dif 

ferently by these shifts. Some have lost population, absolutely as weil as rela- 
tively, while others have gained. 

These population movements have, of course, affected the cities covered by 
the index, The Bureau periodically revises the weights the individual cities 
are given in the index. But these weight revisions are linked in. Thus, the 
effects on the average level of rents resulting from population movements to 
ward high-cost rather than low-cost cities or vice versa are not retlected in the 
index. 

Rents, it is generally known, vary more from city to city than any other major 
item in the worker’s budget. The Bureau has pointed out in connection with 
its City Workers’ Family Budget that differences in rents among the cities for 
which the budget is priced account for the greatest portion of the variations in 
the cost of the total budget from city to city. 

It is therefore clear that substantial shifts in the distribution of population as 
among the cities covered by the CPI could have a very marked effect on the 
level of average rents paid in all those cities combined. 

While we do not know whether population shifts have raised or lowered the 
average rent paid, we are inclined to believe it has raised them. We ac- 
knowledge, however, that population shifts from low- to high-rent areas could 
conceivably be offset by movements in the opposite direction. But there is no 
question in our minds that the failure of the index to reflect this factor is, from 
u technical standpoint, a serious deficiency. 

This problem, also, has repeatedly been raised with the Bureau's staff. The 
issue is posed in terms of whether the index is supposed to reflect “average 
changes in prices” or “changes in average prices.” 

For purposes of defending its method of dealing with population shifts, the 
Bureau argues that its index is supposed to reflect “average changes in prices.” 
In recent discussions on the occupational and income groups to be covered by the 
new index now in preparation, however, some Bureau staff members urged the 
importance of broadening the coverage of the index so that it will serve better as 

deflator of national income and similar data. There is a fundamental ineon- 
sistency here, since, if the index is to serve adequately for deflation purposes, it 
must obviously reflect “changes in average prices.” 

Other deficiencies of rent index. 

We shall limit ourselves to brief references to certain of the remaining defects 
of the rent index. Without attempting to develop an exhaustive list, the follow 
ing seem worthy of mention: 

1. The index does not reflect changes in the quality and quantity of services 
provided by landlords. As is known, these have markedly deteriorated in recent 
years. Landlords’ failures to continue past practices with respect to main 
tenance and repair have shifted the burden to tenants to whom it becomes, in 
miany cases, the equivalent of substantial rent increases. The Bureau admits 
that it does not catch these hidden rent increases. 

2. In contrast to its treatment of deterioration of services provided by land 
lords, the Bureau does make adjustments to take into account additional facili 
ties provided by landlords. If, for example, a bathtub or a set of broken-down 
furniture is added to an apartment that did not previously have them, and the 
rent for the apartment is simuitaneously increased, the Bureau does not reflect the 
full amount of the rent increase. It offsets against the rent increase an arbi- 
trary amount assumed to be accounted for by the value of the bathtub or the 
furniture. Both the basis for these arbitrary adjustments and the inconsistencs 
in treatment as between landlord services and facilities changes seem to warrant 
investigation. 

3. The index does not reflect the premiums which many landlords require 
tenants to pay. This contrasts with the Bureau's treatment of so-called “eon- 
cessions,” popular in the depression when the rental market was competitive, 
which permitted tenants free occupancy for a portion of the year or of the lease 
period. In other words, the Bureau permitted the rent index to reflect the down- 
ward influence of concessions in a loose rental market but not the upward influ- 
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ence of premiums in a tight market. Since the Bureau now obtains its rent data 
directly from tenants, it could readily obtain information on premiums if it so 
desired. 

4, While the index includes luxury dwelling units which wage earners and 
low-salaried clerical workers obviously do not inhabit, it excludes rents in certain 
types of dwellings which, particularly under pressure of the existing housing 
shortage, are occupied by a substantial number of low-income families. Among 
the excluded types of dwellings are so-called “light housekeeping” apartments, 
rooming houses, boarding houses, and trailer camps. There is every indication 
that rents for such units have risen far more than the rise in the BLS rent index. 

Other defects mentioned in connection with the discussion of new unit bias, 
include the extremely serious one of failure to reflect changes in the costs of home 
ownership; and the failure, until recently, to give adequate representation to 
suburban areas Where new wage earner and white collar dwellings were erected 
in great numbers in recent years and rented for amounts considerably higher than 
comparable older dwellings. 


TRANSPORTATION INDEX 


The Bureau's transportation index suffers from a number of the same de- 
ficiencies previously discussed in connection with other components of the 
CPI. Items priced are not representative of the purchases of the occupational 
groups the index purports to represent.  Data-collection methods prevent re- 
flection of the full extent of actual fluctuations in prices. The linking procedure 
prevents full reflection even of those fluctuations revealed by the data actually 
collected. In addition the pricing procedure for the transportation component 
is inconsistent in one basic respect with the procedures used elsewhere in the 
index. 

Used cars 

The 1984-836 consumer expenditure studies, on which the index is supposedly 
based, showed that families in the income brackets where wage earners and 
lower salaried clerical workers are found purchased used cars with far greater 
frequency than new cars. While recent Federal Reserve Board studies do not 
break down current purchases by occupational groups, they do show that the 
great bulk of cars owned by wage and salary workers were bought second-hand. 
Yet the Bureau’s index reflects changes in the prices of new cars only. 

Since used cars fluctuate much more violently in price than new cars, the 
omission of the former lessens the sensitivity of the index to changes in 
prices actually faced by those groups whose experience the index is supposed to 
retlect. 

Here we have a situation where the CPI, the BLS market basket that is 
supposed to reflect actual levels of living, excludes items that are a part of 
the Bureau's “normative” market basket, the City Workers’ Family Budget. The 
voods and services in the CWFB, while costing in the aggregate substantially 
more than the typical wage or salary worker earns, includes only a used car and 
quite a decrepit one at that. The Bureau’s description of the CWFB says: 

“Typically, the cars owned by families at the budget level are about 8 years 
old and cost about $350 (after trade-in allowances) in 1941. At that time, cheap 
second-hand automobiles were available. This budget does not allow for the 
replacement of automobiles at the current high prices. It makes an allowance 
of only $107 a year toward the purchase of a car. [Empasis supplied] 

In other words, a family at a considerably higher income level than that sup- 
posediy reflected by the CPI cannot afford even a used car. But the CPI in- 
cludes only new cars. In addition, the weight assigued to new cars in the 
CPI was substantially increased in the course of the “interim revision” of 
the index. The Bureau's index, where sensitivity to the movement of prices 
the worker actually must pay is essential to protect the workers’ interests, 
is made insensitive by an undue weight given to new cars and no weight at all 
allowed for used cars. 

in the CWFB, where the level of the total cost of the budget is important 
in advancing the workers’ in terests, the Bureau reduces the level by allowing 
somewhat less than is needed to buy a used car, 

The Bureau did, for a short period, collect prices of used cars for use in 
the index. There are no insuperable difficulties in the Way of doing so 
again. 
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New car price rises understated 


The effects of the Bureau's failure to price used cars are aggravated by its 
failure to reflect fully in the index actual changes in the prices of new cars 
The rise in car prices from prewar to date, for example, is grossly understated 
by the index. 

In depression, the Bureau does not collect data on the discounts allowed by 
dealers. In a sellers’ market it does not collect data on the black-market pre 
miums charged by dealers. It catches neither the excessive trade-in allowances 
of periods of deflation nor under valauation of the trade-ins which buyers ar 
forced to turn over to the dealers in periods of inflation. The index reflects 
neither the freedom of the buyer to insist on getting his car stripped of a) 
vadgets when the market is glutted, nor the prices he pays for unwanted acces 
sories which are forced on him when the market is tight. 

There are no insuperable obstacles in the way of getting these data on rea! 
price changes of cars. 

For example, just as the Bureau has found it necessary to go to tenants for 
information on rents actually paid, it could go to car buyers for the facts o1 
ear prices actually paid. All States require cars to be registered. The names 
of those who buy cars of the types priced by the Bureau are available from the 
registration records. From these names, the Bureau, each month, could draw 
a sample of buyers. Bureau agents visiting the buyers in the sample could fin 
out the prices actually paid, either net of unofficial discounts or inclusive of 
unofficial premiums. They could learn what unwanted accessories the buyer 
Was required to take and at what prices. They could obtain data on trade-in 
nilowances. The last, when compared with prices for similar cars in the used 
ear market—which the Bureau should also be collecting—could be used to deter 
mine the size of hidden discounts or premium charges. Obviously there would 
be some error in evaluating trade-ins sight unseen. But errors in one direction 
would tend to be offset by errors in the other. Even if the Bureau fell far 
short of precision in estimating underallowances or overallowances on trade 
ins, the total error in reflecting actual car prices would be considerably less 
than at present when fluctuating trade-in values are not considered at all. 
Inconsistency in procedure 

The main methodological distinction between the BLS and the BAE index 
is that the former requires pricing by specification while the latter prices the 
ost popular item. 

In the case of automobiles, each of the two indexes departs from its own pric 
ing method to adopt the method of the other index. The BAP prices the same 
type of each make of car in its sample year after vear. For example, the 
“Chevrolet, 2-dr. sedan” is specified and separate weights are assigned to the 
“special” and to the “deluxe” models. 

BLS shifts to the “largest-selling line” of each make from one year to anothe: 
and may price a two-door one year or a four-door and the model with either 
number of doors may be chosen from any of the classifications variously known 
as standard, special, deluxe, custom, ete. 

To the extent that year to year shifts in popularity of particular car types 
may be influenced by differential changes in prices as among the car types, the 
BLS index would fail to reflect the “pure-price movement” on which the Pureau 
puts so much stress, 

Linking 

While BLS adopts the BAE pricing method in the case of cars (and house- 
hold appliances, as well) there is some doubt as to whether it applies the BAE 
method of calenlation. The rather obscure language describing the Bureau's 
procedure on this point seems te suggest that BLS links in the price changes 
for the changing types of cars its prices. 

The practical effect may be illustrated as follows: Suppose the Bureau prices 
a two-door deluxe of a given make at $1,500 in 1949. Suppose further that it 
finds the most popular seller in 1950 was a four-door selling for $1,600, and 
that the price for the corresponding four-door was $1,550 in 1949. Under the 
linking procedures, BLS would compare the 1950 price of the four-door with thx 
1949 price for the same type and reflect an increase of 3.2 percent ($1,550 to 
$1.600) in its index. 

Where BAE follows the “most popular seller” pricing procedure it does not 
link. Given the facts above, the method generally applied in the BAE index 
would reflect an increase of 6.7 percent ($1,500 to $1,600). 
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The linking procedure has probably caused an additional downward bias in 
the BLS car-price index in recent years as a result of failure to reflect the changes 
in average prices paid resulting from population movements. There has been 
a marked shift of population to the west coast where a high percentage of the 
retail price of cars consists of the sizable freight charge added to the f. 0. b. 
factory price. While this bias could very possibly have a significant effect on 
the transportation component of the index, its effect on the combined “all items” 
index is probably negligible. 


THE BLS APPAREL AND HOUSEFURNISHINGS PRICE INDEXES 


The Bureau of Labor Statistics indexes of retail prices of apparel and house- 
furnishings are based upon an attempt to price items “of identical quality” from 
month to month. This is a task of immense proportions. It requires an expert 
knowledge of the characteristics of textiles, apparel, and housefurnishings. 
The Bureau attempts to accomplish this difficult task by the use of written 
specifications for each article. However, the difficulties involved in measuring 
quality in apparel and housefurnishings make it impossible to achieve the 
Bureau’s purpose through the application of written specifications by field 
agents. 

The following excerpts from an article by two officials of the Bureau * indicate 
the obstacles which stand in the way of pricing apparel and housefurnishing items 
of identical quality : 

“* #* * there are wide variations in quality and in price within the limits 
defined by these measures (weight and type of wool used in construction of wool 
blankets and fabrics used in men’s suits and overcoats).” 

“Thread count is almost never given on wool or rayon fabrics and neither is 
color fastness.” 

“As to color fastness, there is a ‘commercial standard’ on the subject, but it is 
not applicable to all types of textile fabrics.” 

“The measurement of the quality of mechanical appliances is still in an ele- 
mentary stage * * * [it has been] impossible to price mechanical goods of 
the same quality from year to year.” 

“In general, the development of quality information in the textile field lags far 
behind that in the food field.” 

“In the developinent of these specifications, it was found that, except for food, 
most of the information available on the quality of consumers’ goods was con- 
cerned with defining the materials of which they were made and how they were 
constructed. There was practically no data in regard to their performance— 
their value in use to the consumer buyer.’ [Emphasis added. ] 

“In a time when the goods on the retailers’ shelves are changing fre 
quently * * * the lack of measures of serviceability is a very serious 
handicap.” 

“There was no technical reason why all textiles should not be marked as to 
their tensile strength, but they were [and are] not. Then, as now, there were 
no tests for resistance to abrasion, color fastness, air permeability, or heat 
conductivity on which there is general agreement among textile chemists and 
physicists. With the introduction of the synthetics, the student of clothing 
costs met and did not solve the problem of measuring the relative serviceability 
of the new fabrics as compared with the old.” 

“The Bureau does not include in its specifications all the factors which might 
now be supplied, because we have found from experience in attempting to get 
more quality information from store managers and buyers that very few of 
them can supply even as much information as we now ask * * *~— retail 
[store] buyers do not have the necessary information for the goods they sell.” 

“* * * although the specification [for rayon dresses] calls for thread 
count, we seldom find store buyers who have requested data on thread count from 
their sources of merchandise, and we cannot thus be sure that we have been 
following dresses that meet all these specifications.” 

It is apparent from the above quotations that the Bureau has not been able 
to overcome the difficulties inherent in pricing apparel and housefurnishings on 
the basis of written specifications. In the absence of objective tests for quality 
characteristics, the Bureau cannot take into account the subtle changes in 
quality which have continually taken place in these items and, as pointed out 





1Faith M. Williams and Ethel D. Hoover, Measuring Price and Quality of Consumers’ 
Goods, Journal of Marketing, April 1946, pp. 354-369. 
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above, “in a time (like the present) when goods on the retailers’ shelves are 
changing frequently * * * the lack of measures of serviceability is a very 
serious handicap.” 

In another statement by two Bureau officials,’ it was admitted that the Bureau 
“has found no satisfactory way to deal with it [the problem of quality change].” 
The authors found of “very doubtful” practicability a suggestion by Lazare 
Teper * “that the Bureau should utilize available material on the performance of 
consumers’ goods as a corrective factor in the cost of living.” 
ers’ goods as a corrective factor in the cost of living.” 

“Such a procedure,” the Bureau officials stated, “would not only be exceed- 
ingly difficult, but would require a large appropriation for the purchase and 
testing of the goods priced at different periods, and extensive research as to 
inethods of summarizing measures of durability, serviceability, ete., as for 
example, measures of tensile strength, resistance to abrasion, air permeability, 
and heat conductivity for overcoating.” 

Thus the Bureau recognizes its inability to deal effectively with the problem 
of quality change but has found the solution too difficult and expensive to be 
practicable. 

The significance of the Bureau's inability to solve this problem during the 
current inflationary period is indicated by the findings of the Technical Advisory 
Committee to the President’s Committee on the Cost of Living during World 
War Il. The committee reported that 22.7 percent of the items covered by the 
clothing component (presently termed “apparel”) were affected by quality dete- 
rioration which was not reflected in the BLS index. The committee estimated 
that the increase in “real prices” (i. e., “the cost of a given quantity of utility 
or serviceability”) which occurred in apparel] items affected by quality deterio- 
ration not reflected in the “cost of living index” (as the BLS index was then 
called) amounted to between 17.6 and 22 percent during the period January 1, 
1941, to December 1943. 

In the housefurnishings index the committee found that 31.7 percent of this 
component was affected by hidden quality deterioration and estimated the in- 
crease in “real prices” which was not measured by the BLS index as between 
22.1 and 28.4 percent for the items affected. 

Hidden price increases in the form of subtle quality deterioration will again 
assume substantial proportions as materials limitation orders and price-control 
regulations take effect on the American economy. The prohibition against grade 
labeling written into the Defense Production Act of 1950 makes enforcement of 
price-control regulations even more difficult than in World War II. The act 
further limits OPS in setting price ceilings in terms of specifications only where 
this practice already prevails and prohibits limiting retailers to their previous 
highest price line. As a result, upgrading of price lines and discontinuing of 
low-price products constitute a ready vehicle for avoiding the impact of restric- 
tious imposed by NPA and OPS. ‘The National Association of Purchasing Agents 
in its report on business conditions in January declared that “mandatory price 

ceilings will tend to channel production into higher price and protit items and 
cause the gradual disappearance of many low-price and iow-profit products from 
the market” (Journal of Commerce, January 21, 1951). 

BLS is admittedly not equipped to catch the bulk of the deterioration which 
is taking place in the quality of apparel and housefurnishings during the cur- 
rent period. The difficulty of pricing “identical quality” is heightened in infla- 
tionary periods by the practice of upgrading price lines. For example, a dress 
manufacturer can hide a price increase by maintaining his price list and shift- 
ing a low-quality dress to the next higher price line. Such a shift would be 
extremely difficult to detect under the vague specifications employed by the 
sureau. (The specification for wool dresses, for example, describes the con- 
struction as “fair workmanship; moderate amount of styling.” ) 

The use of specification pricing makes the BLS index insensitive to the in- 
crease in living costs which results from shifts in buying patterns. The Bureau 
of Agricultural Economics index of prices paid by farmers for clothing does re- 
flect these shifts since it is based on the price of the type ‘“‘most commonly sold” 
for each item of clothing. This method avoids the difficulty of attempting to 
maintain comparability of items from menth to month in terms of quality. 

A comparison of the indexes for articles of apparel priced by BLS and BAE in 
December 1950 shows that in all but 1 of the 18S comparable items, the BAI index 

Aryness Joy Wickens and Faith M. Williams, Notes on Mr. Teper’s Observations, 
Journal of the American Statistical Association, September 19453, pp. 284-286. 

Lazare Teper, Observations on the Cost of Living Index of the Bureau of Labor 

: rnal of » American Statistical Association, September 1943, pp. 271-284. 
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was higher than BLS (table 1). In December 1950 the over-all index of apparel 
prices compiled by BAE had risen 60 percent more over the prewar base than the 
BLS. index. The BAE indexes for 11 housefurnishings comparable to BLS items 
are all higher than the corresponding BLS indexes (table 2). 

Another serious deficiency in the BLS index is the result of the Bureau's 
method of handling items of seasonal use. Apparel such as overcoats, leather 
jackets, ete., which are not sold during spring and summer months, are carried 
in the index for these months at the same price as they had last been reported. 
In periods of generally rising prices this practice introduces a downward bias 
into the index. The weight of the seasonal items carried at constant prices exer- 
cises a dragging effect on the index so that it does not adequately reflect the rise 
in prices which is taking place on items actually being purchased. This down- 
ward bias is accentuated by the fact that seasonal merchandise is frequently 
sold at abnormally low prices at the end of the season. Consequently the con- 
stant price at which such goods are carried in the index during the off-season 
is unrepresentative of the price generally paid by workers during the previous 
season. Thus the Bureau’s method of handling the pricing of seasonal goods has 
a doubly depressing effect on the index. 

The Bureau’s practice of pricing those articles within its specifications which 
are the most popular sellers results in a downward bias during periods sich as 
the present, when off-brand appliances and other items are disappearing from the 
market. The families of workers and lower-income salaried employees are forced 
to buy higher-priced branded merchandise but this substitution is not reflected 
in the index. Moreover, the Bureau’s technique of linking in prices for all forced 
substitutions outside of its specifications has a seriously dampening effect on the 
index in periods of growing shortages. When an article of apparel disappears 
from the stores and only higher-quality items are available, the new items replace 
the old in the index without reflecting the increased cost to the purchaser. 
During World War II the Bureau modified its procedure to count such foreed 
substitutions as price increases. This method should be reinstated during the 
current period. 


TABLE 1.—Comparison of retail price indexes for articles of apparel priced by 
BLS and the Bureau of Agricultural Economics, December 1950 


[1935-39= 100] 





Article BLS BAE Article BLS BAE 
Wool apparel: Rayon and nylon apparel: 
Men’s: Women’s: ‘‘ 
Suits, year-round weight 210.3 220. 7 Dresses, rayon 151.6 30 
Trousers ict Rte me 290. 3 Slips, ray« n 160. 2 214 5; 
Cotton apparel: Panties, rayon 158 ry 200 
Men’s: Footwear ’ pag 
Trousers, work 205. 4 276. 7 Shoes, combined 
Overalls 233.0 | 276.2 Men's: 
Shirts, work 205.5 283.9 Shoes. street (dress 959 4 my 7 
Shirts, business 226. 7 1 259.0 Shoes, work 4] 0 on { 
sae tea hrbe ag ; + 259. 2 Women's i tree 199 Gy 995, 7 
Undershirts 5 262 5 OF, 
a ni wae Children’s: Sho 228.9 |t 5 Sang 
Women’s: Housedresses 278. 0 304.9 ‘ 


1 Shirts, broadcloth. 
2 Boys’. 
3 Girls’. 
TABLE 2.—Comparison of retail price indexes for articles of housefurnishings 
priced by BLS and the Bureau of Agricultural Economics, December 1950 


[1935-39= 100] 


Articl i BLS BAI Artick BLS BAF 

Rugs: Mattresses, innerspring Zi1E.3 227. 2 
\ ool Axminster 248.9 283. 3 Sewing machines 171.8 49 

aE elt base e 129. 1 149. 7 Washing machines 204. 1 206.8 
Living room suites 240. 9 279.3 Vacuum cleaners 139.1 1fit 
Bedroom sets 230. 5 278. 6 Refrigerators, electric 142. 2 154 

Bedsprings 160.9 247.9 Bath towels 276.5 287. ¢ 
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Mr. Hussry. The next witness is Mr. Isador Lubin. 
Mr. Srerp. Will you identify yourself for the recor d, and then you 
may proceed in your own way. 


STATEMENT OF ISADOR LUBIN, UNITED STATES REPRESENTATIVE 
ON THE ECONOMIC AND SOCIAL COUNCIL, AND FORMER COMMIS- 
SIONER OF THE BUREAU OF LABOR STATISTICS, UNITED STATES 
DEPARTMENT OF LABOR 


Mr. Lupry. My name is Isador Lubin. I am the United States 
representative on the Economic and Social Council of the United 
Nations. In the past, I have been associated with the economies facul- 
ties of the University of Missouri and the University of Michigan. 
At Michigan I was responsible for the work in the labor field. I was 
statistician of the United States Food Administration in the First 
World War, and I was a special expert in the War Industries Board 
under Mr. Baruch. For almost 11 years, from 1922 to 1933, I was 
on the staff of the Brookings Institution, dealing in the field of labor. 

From 1933 to 1946, I was Commissioner of Labor Statistics. Dur- 
ing that interval I was also an economist for the National Defense 
Advisory Commission. During the war I was also the Director of the 
Statistical Division of the Munitions Assignment Board of the Com- 
bined Chiefs of Staff. 

I have been president of the American Statistical Association, and 
fam a member of the International Statistical Institute. 

During the past 5 years, I have been in private business as president 
and chairman of the board of Confidential Reports Inc. I have also 
been a member of the board of directors of Decca Records, Inc. 

Mr. Chairman, it was a pleasure to be able to accept the invitation 
of this subcommittee to appear before it as a witness this morning, 
for two reasons: First, as an economist and statistician, I have kept in 
close touch with, and have frequently used, the Consumers’ Price 
Index, over a period of years. Second, as Commissioner of Labor 
Statistics from 1933 to 1946, I was responsible for the Consumers’ 
Price Index. During my service as Commissioner, the index under- 
went a radical revision which resulted in the type of index we now 
have. Furthermore, I was in office—though somewhat more remote 
from the index—during the war period and the period of the midwar 
controversy over the index. 

As an economist and statistician, I should like to emphasize the fact 
that I have never known a time when the Consumers’ Price Index 
of the Bureau of Labor Statistics was not widely and generally ac- 
cepted as authentic, reliable, and honestly and competently compiled. 
That was true long before I had anything to do with the index. It 
has been equally true during the past 5 years when I was not in any 
way connected with the Bureau or the index. My contacts with the 
statistical profession convince me that it is also true today. 

I might even go further. During the past 20 years, my duties have 
taken me to many parts of the world where I have had opportunity 
to examine and use the statistics of many countries. I can truthfully 
say that the Consumers’ Price Index, in the judgment of responsible 
statisticians throughout the world, is regarded as the best of its kind 
to be found anywhere. 
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I might add that only the night before last the head of the British 
Statistical Offic ‘e, at my home, bemoaned the fact that they in Britain 
did not have the resources to do as good a job with their cost-of-living 
index as we did with our retail price index. 

It has no doubt been called to your attention that almost every 
country in the world, and certainly every industrialized country, 
maintains statistics which are designed to measure the effect of price 
changes on the cost of living, particularly of wage earners. Wher- 
ever a significant part of the population works for w ages, the need 
arises to measure, and then to take account of, the impact of price 

changes on the purchasing power of wages. ‘This is historically part 

of the desire among western people for greater security of wage 
earners. Just as we try to protect wage earners through soc ial security 
from risks of unemployment and impoverishment in old age, so in 
free western countries we try to protect workers against the “dilution 
of the purchasing power of their wages because of price changes that 
occur for reasons s beyond their control. 

In this sense the existence of an index like the Consumers’ Price 
Index tends to stabilize the economy. ‘This is not a new develop- 
ment. If we look back over the history of collective bargaining in 
this country, we find that there never was a time when the cost of 
living was not an element in collective bargaining. When prices 
were going up, workers and their unions argued that higher wages 
were necessary in order to stabilize their standards of living. When 
prices were going down, employers argued that wages could be re- 
duced without sacrificing standards of living. Frequently there was 
disagreement about whether prices had gone up or down, and by 
how much. 

It is for this reason that governments have provided an official 
authoritative measure of the impact of price changes on the cost of 
living, so that with all the things that labor and management had 
to argue about, they would at least not have to argue about how much 
prices had changed. 

This was true even when the issues of collective bargaining and 
the process of determining wages were comparatively ‘simple, and 
it sufficed to know whether prices had gone up or down over a com- 
paratively long period of time, and approximately by how much. 
As collective bargaining and wage determination became more sophis- 
ticated and more complex, however, more accurate statistical meas- 
ures of prices were demanded. Some unions and some employers 
went further than merely to take account of the changes in cost of 
living; they actually wrote into their contracts provisos that wages 
would be changed as prices changed, so as to insure stability of the 
purchasing power of wages. At first this tie-up was not very close 
nor very precise. The : adjustments were made on the basis of price 
changes from year to year or only when price changes had moved 
by a considerable amount. Under circumstances of comparative price 
stability, this was sufficient insurance against the dilution of purchas- 
ing power. 

In a period when prices are changing rapidly, greater demands 
are made on an index. Wage earners rightfully expect to be com- 
pensated for comparatively large price changes, even if they occur 
over short periods of time. In a period of very rapid economic 
change, there might be as much movement from quarter to quarter 
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as formerly there was from year to year, or even over longer periods. 
Thus, in the inflation during World War I, there arose demands from 
wage earners for some systematic information provided by the Gov- 
ernment on the effect of prices on the cost of living. This arose pri- 
marily in the great shipbuilding centers which had ‘expanded i in popu- 
lation and employment where, as a consequence, housing was scarce, 
rents were rising, and the increased flood of purchasing power was 
driving prices up. It was, in fact, to deal with this kind of industrial] 
relations problem that the Government undertook, in 1917, to expand 
its statistics on retail prices, which up to that time had been con- 
cerned only with retail food prices, which fluctuated more violently 
than prices of most other goods. ‘The Consumers’ Price Index— 
then known as the Cost-of-Livi ing Index—dates from that time in the 
First World War. 

The index that was made toward the end of World War I and 
reconstructed back to 1913 served very well the purposes for whic} 
it was designed at the time. It measured the impact of rising prices 
on the cost of living during the inflation of World War I, and. partic- 
ularly the postwar inflation. It documented the boom of 1919-20 
and the price collapse of 1920-21. 

From this, until World War II, the index became more and more 
a standard measure of retail price changes. Though it was not very 
prominent in the mind of the public or even of the C ongress during 
this long period of development, it was much discussed and care- 
fully scrutinized by economists and statisticians. The theory and 
practice of good index making was debated by leading economists 
and statisticians all over the world. Experience kept pace with the 
development of theory, and during those 20 years, without attracting 
a great deal of attention outside of the professions, the index was 
placed on a firm and solid base. It was during this period that the 
index was modernized through extensive researches. By 1940 it 
was a great deal better than it “had ever been, and had become one of 
the best statistical measur ing rods of its kind in the world. 

I would like, Mr. Chairman, with your permission, to dwell on 
the revision made during this period, because I was very close to 
it. Although the index at that time was known as the Cost-of- 
Living Index, it was clear in our minds from the beginning that 
what we were designing was a price index—that is, an index which 
would measure the effect of price changes independent of changes in 

quantities and qualities of goods consumed. This is why the index, 
as we have it now, is based on a market basket as nearly fixed in 
quantities and qualities as good statistical practice and the facts of 
economic life can make it. When we designed the index in the late 
i930°s, we knew that this market basket could not be used indefi- 
nitely without ee. sacrifice to the accuracy of the index. The 
revision of the late 1930's was not the first the index had undergone, 
and it never rea me us who were concerned with it that it would 
be the last. We hoped that the market basket on which the index 
was based at that time, and the statistical practices which we 
adopted—which were the most modern and appropriate at that time— 
would produce a good index for many years. We did not, of course, 
anticipate anything like the war which upset production, consum- 
ing and purchasing habits, income and price relationships, with con- 
sequent forced improvisations in the market basket and in the index 
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procedure. It was some satisfaction, though, to observe that when 
the war was over the Bureau did revert to the market basket con- 
cept of the late 1930's as being still appropriate and the best available. 

I dwell on this point because I want to make it clear that in its 
present program for the revision of the index the Bureau is follow- 
ing the specific recommendations of the Mills committee—a commit- 
tee, as you know, which was appointed by the American Statistical 
Association at the request of the Secretary of Labor, upon the recom- 
mendation of myself and the then Acting Commissioner of Labor 
Statistics. 

Such revisions of the market basket to keep it realistic is recognized 
as good statistical practice. An index which does not undergo re- 
visions of this kind periodically, especially after periods of rapid 
change, such as those of the past decade, will seriously deteriorate. 

As it turned out, it was providential that the groundwork had been 
so well laid in the middle thirties. No sooner had World War IT 
broken out than we experienced a revival of all of the problems of 
World War I, multiplied many times over. Price began to rise; wages 
began to chase after them: and even before Pearl Harbor, we had the 
makings of a first-class inflationary situation. 

After the fall of France, when I joined the National Defense Ad- 
visory Council, the Price Stabilization Director for that advisory 
agency, Mr. Leon Henderson, asked that the index be speeded up and 
extended to other cities, and that food prices be obtained in much more 
detail for many more cities. 

At one time, as I recall, the Bureau was collecting information for 
the use of the Office of Price Administration in 100 cities. The Price 
Administrator used the Bureau’s index then and throughout the war, 
together with the Bureau’s Wholesale Price Index, as a guide to the 
efficacy of price controls. 

The Price Administration used these indexes to determine for what 
commodities and in what areas price stabilization was most effective. 
In fact, I think that this use of the index was the most important 
wartime use made of it: in my opinion, more important than its use 
in connection with the stabilization of wage rates. 

By 1942 a stablization program had been launched, and in May of 
that vear the Little Steel formula of the War Labor Board made the 
cost-of-living index one of the principal bases of the stabilization 
program, as well as a keystone of price control. From that time for- 
ward, in recognition of the increases in this index after January 
1941, wages were permitted to rise by 15 percent. This became the 
stabilization line to which the Labor Board attempted to hold from 
then on. 

Now, gentlemen, it is one thing to have an index which will satisfv 
the broad purposes of economic policy and the measurement of ap- 
proximate effect of prices on the cost of living of wage earners. But 
it is quite another thing to produce an index figure to satisfy both 
management and labor, when the amount of wages management pays 
and the amount of wages workers get are determined by what happens 
to this figure. It is one thing to have an index which will show that 
prices have risen by a given amount over a given period of time so 
that it can justify an adjustment in wages. It is another thing to have 
an index which ticks off the pennies in everybody's pay envelope from 
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month to month. With rapid price increases it is to be expected that 
the people who have to pay wages look suspiciously on an index which 
is rising, and wonder whether it is not rising too fast; while the people 
who get paid look at prices that are rising and wonder whether the 
index is rising as fast as prices. 

So it is not surprising that in the middle of World War IT the 
stresses and strains in the field of retail price statistics mounted to 
the point of a great public controversy, of which you have already 
heard. Suflice it to say, that some of the unions in 1944 made a vigor- 
ous attack on the index, contending that it did not measure the full 
effect of price increases on the cost of living of wage earners. And 
some the employers criticized it on the opposite ground—namely, 
that it exaggerated the true effect of price changes. ‘There was some 
truth in both positions, as no one knew better than those in the Bureau 
who compiled the index. But the point I wish to make at this time 
is that when there are billions of dollars involved in the changes of the 
index, we must expect it to be under constant and close scrutiny and 
very often under criticism from people who have an interest in the 
way in which it moves. This is what we should expect and, indeed, 
hope for, in a democracy. It is only in a totalitarian state that em- 
ployers and workers must take without argument whatever govern- 
ment hands down. 

This wartime controversy over the BLS index loomed quite large 
at the time. After a careful study and report by a committee of the 
American Statistical Association, the public nature of the issue led 
Chairman Davis to recommend the appointment of a Presidential 
committee which rendered a long and detailed report on the index. 
This report is still regarded by competent statisticians as a classic 
document on the subject. 

Typical of the criticisms of those who contended that the index 
was not rising as fast as prices was the contention that the Bureau’s 
prices did not adequately reflect black-market or overceiling prices: 
that it did not adequately reflect the deterioration of quality that 
arose from wartime substitution or from the attempts to evade price 
control; that it did not adequately reflect the higher prices paid by 
wage earners because the low-priced goods customarily bought by 
them had disappeared from the markets; and that it did not ade- 
quately measure the higher rents charged for new housing when such 
housing became available for rental. Those who criticized the index 
because they felt it had risen more rapidly than the actual rise in 
prices pointed to the index of the National Industrial Conference 
Board, which showed a much smaller rise in prices than the BLS 
index did. 

All of these criticisms were exhaustively investigated by a com- 
mittee of experts under the chairmanship of the late Prof. Wesley C. 
Mitchell, one of the greatest of American economists. I think it is 
useful to call attention here to the findings of Professor Mitchell’s 
committee. It did conclude that the index understated the increase 
in prices affecting the cost of living of wage earners at that time. 
And here are the reasons that the experts gave for its finding: It con- 
cluded that the Bureauw’s prices did not fully reflect the prices actually 
charged by food stores, especially the under-the-counter prices. But 
the extent of this understatement, the committee estimated, was “per- 
liaps half a point in the total index,” when the index stood at a little 
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less than 125. The committee also concluded that the index did 
not— 

fully catch the average increase in the prices * * * because of the reduction 
in the amount of merchandise disposed of at bargain “sales.” 

This error they estimated as “one-half of 1 point” on the index, on 
an index that stood close to 125. The committee also concluded that 
the index “fails to cover the higher rents that may be charged in new 
housing units.” The effect of this they estimated “less than one-half 
of 1 point to the total index.” It noted, further, that in some respects 
the index did not fully measure the impact of prices on wage-earning 
families because of limitations of what the index included. For ex- 
ample, it did not cover smaller cities where there was reason to believe 
that prices had risen slightly faster. 

The point I wish to emphasize is that when all of these inaccuracies 
and shortcomings were added up, the committee came to the conclusion 
that a generous estimate of the effect of all of these factors put to- 
gether was still about 5 percent. That, as I said a moment ago, was 
on an index which stood at about 125 at the time. 

Considering that these were wartime conditions which created great 
problems of price index making everywhere, this 5 percent, in my 
opinion, imphied that the Bureau was doing pretty well—certainly in 
contrast to the contention in the Meany-Thomas report of a 20-percent 
understatement in the index. Quoting the words of the Mitchell 
committee : 

An examination of the criticisms and available evidence, including the BAE 
index and indexes of other agencies, leads us to conclude that the BLS has done 
a competent job in measuring price change. It is not a perfect job. Few meas- 
urements are perfect even in the physical sciences, and the range of tolerance 
for the index should be related to the nature of the phenomena being measured. 

But despite this laudatory statement by experts whom I think all 
competent statisticians will agree were among the most able in the 
profession, the BLS did not take these criticisms lightly. On the con- 
trary, an error of one-half percent at any time is a matter of great 
concern to the Bureau. Consequently, every effort was made then, 
and has been made ever since, to keep to an unavoidable minimum 
the shortcomings—whether understatements or overstatements—of 
the index. 

Now, Mr. Chairman, if I might, I would like to say a word about 
the present situation. 

The present situation is not exactly analogous to that which pre- 
vailed during the war. Thus far, fortunately, we have not yet experi- 
enced any appreciable shortages of consumers’ goods or any sub- 
stantial deterioration of quality. So, from this point of view, the 
Bureau is ont yet faced with the kinds of market conditions which 
made the determination of good index procedures so difficult during 
the war. Nevertheless, even in the absence of shortages, inflationary 
forces have been at work and we have had to embark on a program of 
economic stabilization in which the index again becomes a factor of 
crucial importance. As the official measure of changes in consumers’ 
prices, this index provides both the measure of any need for further 
price stabilization, as well as the measure of the effectiveness of such 
price stabilization as has been undertaken. As a measure of the 
impact of price changes on the cost of living of urban workers, the 
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index is inevitably consulted in the program of wage stabilization— 
all the more because of its extensive use in escalator clauses like that 
of the General Motors contract and the many other contracts pat- 
terned more or less after it. I am told by the people in the Bureau 
that contracts concerning which they have information cover 3 million 
workers under escalator clauses of this kind; there may be many 
more that they do not know about. 

As prices have been rising, the experience of World War IT has not 
been lost on either management or on labor. They are both conscious 
of the connection between the BLS index and the changes permitted 
in wages under the wage stabilization program. Indeed, for workers 
who were covered by contracts in effect before the stabilization pro- 
gram was launched, wages are permitted to fluctuate with changes 
in the index. Management and unions both realize that the index 
will, at the very least, be an important criterion in determining wage 
stabilization policy for other workers, also. 

From this point of view, the investigation by this committee comes 
at a very fortunate time. The country has just embarked on a 
stabilization program in which this index will be a crucial factor. 
Already you, and we in the statistical profession, have begun to hear 
the reverberations of the arguments of 1943-44 and feel some pres- 
sures that were being brought upon us then. I do not mean by this 
to disparage the critics of the index. It is, as I have said, not only 
proper, but useful, that those who are the most exac ting users of the 
index and whose interests are most affected give it the c losest scrutiny 
and make their criticisms known. In the course of this investigation. 
and I am sure long afterward, some people will criticize the index 
because it goes up too fast, and some people will criticize it because 
it does not go up fast enough. And there will be some justification 
in both criticisms. Some of them arise from things that can be cor- 
rected, and some from things that cannot be corrected. This is the 
perpetual dilemma. No one knows as well as the people who make 
the index what its strengths and weaknesses are. In the past, the 
Bureau’s program has always been pointed toward one objective: at 
any given time, with the funds and staff available, to make the index 
as good as it can be made. That, I know, is also its objective today. 

Now, Mr. Chairman, if I might add a few general remarks. The 
Bureau of Labor Statistics has always enjoyed the support of Con- 
gress in its work on prices and on the cost of living. If I may refer 
to my own personal experience, I think I can truthfully say that any 
time I asked the Congress for funds to make technical improvements 
in the index, these funds were nade available to the Bureau. 

Moreover, I think it is important to call to the attention of this 
committee the fact that C ongress itself has initiated studies in con- 
nection with the cost of living. During the war, when I was on leave 
of absence from the Bureau, the Appropriations Committee asked 
the Bureau to contact housewives directly to test the realism of the 
prices that the Bureau was collecting from stores. The Members of 
Congress felt that this was desirable so that they could satisfy them- 
selves and the public as to whether the BLS prices were really realistic. 
The survey that the Bureau made proved that the prices that it was 
collecting in stores were the actual prices being paid by housewives. 

But that study resulted in some changes in the articles priced, the 
specifications of the articles covered, and other technical improve- 
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ments. In fact, I understand that that survey which was made upon 
the request of Congress laid the basis for the studies of consumers’ 
expenditures in seven cities which were used to make the recent re- 
vision of the index. 

In the past, the Cc ongress has also directed the Bureau to make a 
study of how much it costs a typical workingman’s family to live in 
an industrial city. In other words, the Congress and the members 
of this committee have clearly understood the differences between 
price indexes and the cost of living, and they directed the BLS to 
make a study of the cost of living as contrasted to a retail price study. 
This report was called a City Worker’s Family Budget. 

On another occasion, the Congress indicated that in their opinon, 
the Consumers’ Price Index should be available for about 100 cities, 
including small cities, where industry was growing up rapidly and 
where the housing situation in particular was very “difficult and dif- 
ferent from that in the larger cities. However, this expansion was 
never undertaken because adequate funds were not made available to 
carry it out. 

Mr. Chairman, matters of this sort, namely, how much it costs a 
typical workingman’s family to live in an industrial city, and other 
questions of that general nature, are matters of public concern. 

What I want to emphasize, if I may, is that these are the kinds of 
things that the Congress should constantly be paying attention to. 

In my opinion, it is the responsibility of the Congress to indicate 
what public uses are to be made of the index. Mr. Barkin has already 
mentioned the fact that many of the States require certain types of 
information for their relief organizations. Other needs are the uses 
you, as Members of Congress, must make of the index for solving such 
problems as price stabilization and financial controls which now 
confront the Ranking and Currency Committee. The index is also 
related to the broad economic problems that are dealt with by the 
Joint Committee on the Economie Report. From time to time there 
have been committees on housing, and they have needed materials 
from the retail price index, 

It has seemed to me that the use of the retail price index for gov- 
ernmental purposes—and [I want to emphasize “governmental pur- 
poses”—as such, transcends even the importance of the use of the 
index for private purposes. It seems to me, therefore, that the Con- 
gress should always bear in mind the governmental uses of the index, 
and should not base its recommendations or conclusions as to the 
index solely on the needs of one or another group at any given period 
of time. 

So, if you will permit me to say to you, as Members of our legisla- 
tive body, I believe that you shou ld indicate to the Bureau the points 
at which you feel the public needs require emphasis in the Bureau’s 
program. 

For example, should primary emphasis a put on a price index for 
use for price stabilization? Should there be also some measure of the 
cost of living, like the city worker’s family budget, which also takes 
account, let us say, of income taxes? And I want to point out that 
such a cost-of-living index is a significant factor in the governmental 
determination, by committees such as this, of minimum-wage legisla- 
tion. It is equally important in the determination of salaries of 
Government employees, 
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You gentlemen, Members of Congress, are the best able to judge 
the broad uses of the index. You come from every part of the coun- 
try. You, better than the Bureau, know whether your constituents 
feel the need for a retail price index that is local, or whether they are 
satisfied with an index covering a city hundreds of miles away. 

My own experience has been that there is a big demand for this 
kind of information, and it seems to me, personally, that we have dis 
criminated against the people in our smaller and medium-sized towns. 

I would make one plea to you: Give the Bureau of Labor Statistics 
a general prescription. Say, “We think you should make a price 
index broadly representative of the whole United States,” or “We 
think the index should cover not merely wage earners, but the middle- 
income group,” if that is the way you feel about it. But leave the 
technical details of how the index is to be made up, to the experts in 
the Bureau. 

And, if I may say so, with your permission, I think it is a mistake 
to tie the hands of any technical agency by directing them, for ex 
ample, to use a certain base period, or to include specific cities, or to 
exclude or include certain items. The experts will do a better job 
for you if you give them enough leeway so that they can make the best 
possible use of their data and the best possible use of existing technica! 
tools. 

And, finally, I hope you will forgive me if I make a few remarks 
about the Office of the Commissioner of Labor Statistics, as such. 

As Thave already said, it was my privilege to serve as Commissioner 
for 13 years. The first Commissioner of Labor Statistics, Carroll 
D. Wright, served under five Presidents for a period of 20 years, in- 
cluding McKinley and Theodore Roosevelt. He served them ably, 
and he was one of the ablest and most brilliant economists and statis- 
ticians of his time. He set the tone for the Office of Commissioner of 
Labor Statistics. ‘The Office has been nonpartisan and nonpolitical. 

I think the American people have reason to be proud, not only of 
the present Commissioner of Labor Statistics, but of the staff of the 
Bureau, of its high technical standards, of its devotion to public duty. 

The Commissioners of Labor Statistics have regarded themselves 
as working in the public interest, and have carefully refrained from 
favoring one group as against another group. There are times when, 
as vou gentlemen can easily appreciate, this is not easy. 

Tt will help the future Commissioners and the quality of work being 
turned out by the Burean, if they feel that they have the support of 
the Congress in their effort to be, primarily, good public servants, 
doing a nonpolitical and nonpartisan and noncontroversial job. You 
will, of course, have to support them with funds. You will need to 
support them with understanding, with clear directives, particularly 
concerning the legislative needs for the data they prepare. 

This will strengthen their hands in continuing to do the kind of job 
on the Consumers’ Price Index, and on all of the rest of the Bureau’s 
work, that the public has come to expect from the Bureau. 

Thank you, sir. 

Mr. Steep. Mr. Lubin, am I correct in assuming that I detect in your 
remarks this trend of thought: that in its inception, the index was 
more nearly thought of in terms of the governmental uses made of it; 
and that this impact in recent years of making wider uses of it, par- 
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ticularly outside of the Government, has subjected it to pressures that 
could and might bend it away from its original purpose 4 

Mr. Lupry. I think, Mr. Chairman, what you say is true, in large 
part, although I think the real reason for the pressures it is being 
subjected to is the fact that the past 25 years, or 30 years almost, have 
been years of rapid fluctuations in prices. When prices were more or 
less stable, and when things didn’t change very much in price from 
year to year, there wasn’t very much of a price problem in labor nego- 
tiations. But when you get a price situation such as we had, let us 

say, from 1919 to 1921, and from 1929 to 1933, and from 1939 right 
through up to the present time, in fact, and particularly the sort . 
thing ‘that has happened since the Communist aggression in Kore 
last June, people became terribly conscious of what is happening t to 
their dollar. 

The rapid change in the price structure has caused people to be con- 
cerned with what is happening to the index. ‘That is due to the fact 
that it is the only measure they have for protecting themselves against 
the dilution of their dollar. 

Mr. Steep. Assuming that this expanding use of the index continues 
until a major part of our economy is using it, particularly in the form 
of escalator clauses in labor contracts, do you see any new impact on 
the economy that would result from that ¢ 

Mr. Lupin. I might put it this way, Mr. Chairman: I would hope 
thet in the determination by the Congress that we shall reach some 
stage of stability in our price structure—and that will involve a lot 
of things, such as credit controls and tax programs and fiscal policy 
of one sore or another—the index itself would be a factor in measuring 
stabilization of prices. And once you get stabilization, the issues in- 
volved in escalator clauses disappear. In other words, the index no 
longer becomes important in the wage negotiations between the em 
plover and the worker. 

What I am trying to point out is that the index in a sense, is a sort 
of thermometer. It is really telling the American people, and our 
Congress, what has really happened to our economy. And in that 
sense, I hope it may be a factor in convincing the Congress that they 
must take those steps that are necessary to bring about stabilization. 
Once that is done, I think the importance of the index in wage ad- 
justments will become progressively smaller. From then on its im- 
portance lies in its function of measuring how effective your stabili- 
zation measures have been. 

Mr. Srreep. I am not exactly clear on one other point. Do you 
think that the sampling base, in terms of the number of cities and the 
different levels of our economy that are sampled, is wide enough ? 

Mr. Lupin. No. 1 think the smaller communities do not get proper 
representation, definitely. 

Mr. Wier. In connection with the question Chairman Steed has just 
asked you, on the future movement in relation to the index, assuming, 
for the moment, that our economy does level off, and assuming that 
DiSalle is equal to the task of stopping the so-called inflationary 
prices, and there is not over a half of 1 percent, as you referred to a 
moment ago, in up or down movement, then what becomes of the 
escalator clauses ? 

Mr. Lupin. Well, they would serve no purpose, really. If you have 
a stabilized-price economy, then they serve no purpose, other than a 
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guaranty that in the event that there should be any marked move- 
ment in prices in the future, the workers will be protected. 

Mr. Wrer. What becomes of the collective bargaining, then? 

Mr. Lusry. I think that there will still be so many things to bargain 
about, sir, the sharing in the gains in productivity, working condi- 
tions of all sorts, seniority rights, and all of the thousand and one 
things that go into the daily relationship of the worker and _ his 
employer. 

Mr. Wier. I am glad to hear you say that, that there is progress 
still to be made. 

Mr. Lupry. Tremendous progress; ves. 

Mr. Wier. I mean, beyond this escalator clause. 

Mr. Lusrn. Yes. 

Mr. Wier. I think that you were here when Mr. Barkin testified, and 
with your background of experience in this field—you heard some of 
the comment that he made about stret igthening it and bestowing it 
with the greatest amount of confic lence, and among some of those 
things is the so-called tr ipartite advisory committee at the top, where 
all three will have some equal opportunity to high light their views 
and reactions Are you sympathetic to that? 

Mr. Lusry. I think we have got to start out with the assumption 
that in a democracy such as ours, anybody who wants to give advice 
ought to be listened to. I run into that in my daily activities. I sup- 
pose there isn’t a single organization in America, whether it be workers 
or employers or farmers or religious groups which doesn’t come around 
and want a hearing on their ideas on the international situation. They 
ought to be listened to. A lot of them have very good ideas. After 
all, the only way you can have an effective democracy is for people to 
know what is going on, and express their ideas on what is going on. 
And the way to know how they feel about things is to keep i in direct 
touch with them. 

Mr. Wier. He further elaborated on the over-all picture with rela- 
tion to the welfare of this low-income group which the index now 
makes application to. He cited, in his opinion, the necessity for main- 
tenance of a cost-of-living index separate and apart from the present 
index, the price index. There is a lot of confusion yet. 

Today, I get communications in which they want to know how 
about the cost-of-living index, and it is still referred to as a cost-of- 
living index. 

Then he asks for the Bureau to set up—and T am keeping in mind 
all of the time that, after all, this can only be done and things he 
promoted can only be done on the basis of the Congress supplying the 
funds with which to expand these operations—he also asked for an 
index that would make itself applicable to our so-called social-security 
clients, those that are on retirement, and whether thev are school 
teachers or whether they are railroad men, but they are living on an- 
nnities or set annuities in which they cannot expand, only downward. 

So he thought that there ought to be a yardstick there to measure 
the problem that they are confronted with on those low, set incomes. 

Then he also made mention of the fact that with the ever-increasing 
tax burden, the load that it places upon the pay envelope, there oucht 
to bea yardstick there as to what relationship income taxes in particu- 
lar—and excise taxes, in the main, now are part of the basket—but the 
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income tax, particularly, ought to be given its recognition in 
whole eet 

Do you subscribe to those principles? 

Mr. Lupus. If I may, Mr. Wier, I would like to refer further to 
your first question. I am a firm believer, and I think it is basic to the 
ingintenance of our democratic system, that people who have an in- 
terest in govermental actions be heard by Government. But I think 
that in deciding whether or not there should be one kind of a com- 
mittee or another kind of a committee, you have got to bear one thing 
in mind: that irrespective of whether vou have one committee or an- 
other, whether it be labor or employer or tripartite, Congress can 
only hold one person responsible for the work of the Bureau, and that 
person is the Commissioner. Don’t ever put him in a position where 
he can come to you and say, “I didn’t want to do it, but the committee 
told me to do it.” He represents the public, and he is responsible to 
you, and you have got to be able to hold him responsible for every- 
thing he does. 

Now, if you should want a triparite advisory committee, always re- 
member that decisions are going to be made by the Commissioner hiim- 
self. You must hold him responsible. And don’t let him say, “I did 
it because the other fellow told me to do it.” 

As to the second question you raise, relative to whether or not we 
should have a cost-of-living index which measures what it costs 
certain people to live, whether they be on railroad pensions or relief 
clients, or what not, I think as a matter of public policy we should 
have such an index. It will not be a substitute for the retail price 
index. We should recognize in advance that such an index is some- 
thing entirely different “and independent from a retail price index. 

I think very definitely that such an index is of great importance. 
If a bill comes before this committee to amend the minimum- wage 
ek your decision will be in large part determined by what you think 
is the minimum cost of maintaining a family of a given size in the 
United States. An index such as you suggest would be very impor- 
tant in coming to a conclusion. 

Mr. Barkin has mentioned that welfare agencies all over the 
country, public and private, need information of that sort to decide 
how much they should pay to people on relief. There is a definite pub- 
lic need for such an index. It has little relationship, really, to col- 
a tive bargaining, except in the sense that it has a bearing on what 

linimum wage rates should be 

"I think there was a third quest ion that you raised. 

Mr. Wrrr. The setting up of the cost-of-living index. I think that 
that is the one that you missed, the cost of living to clarify this situa- 
tion of the challenge that this thing is a way off on the cost of living, 
which of course is backed up by the argument that the cost of living is 
a varving thing, dependtng upon a number of circumstances, as against 
a price increase. 

Mr. Lupin. My own feeling is, as you have pointed out, that the 
fundamental difficulty in the eyes of many is that they think that a 
price index is an index of the cost of living, and if their standard 
of living increases and therefore their costs goes up, they say the cost 
of living has gone up. But the price index is still reflective of what 
has happened to the prices of the things that are in the market basket. 
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Mr. Wier. You made some reference a minute ago to adjusting 
prices, or when the Agency was under fire, that in an analysis it was 
found that in one item it was about half of 1 percent, and in another 
item it was, if I remember correctly, one-half of 1 percent, and the 
total could not have been over 5 percent. 

Because of your close relation to this Agency, would you care to 
express an opinion as to the variations now, and would it be over 
1 percent off today, or less? 

Mr. Lusty. I would not want to answer that question, Mr. Wier, 
without really sitting down and measuring these factors, and | 
haven’t done that. 

Mr. Wier. I thought that you might have some idea of the possi- 
bility of 1 percent up or 1 percent down, at the worst. 

Mr. Lusry. I couldn’t do that. 

Mr. Wirr. I would take it from your presentation that you have a 
lot of confidence and faith that it is correct. 

Mr. Lunt. I would say it is as correct as it can be made, with 
the staff and the funds and the technological tools that we have at 
the present time. 

Mr. Wrer. That is all that I have. 

Mr. Sreep. Mr. Forsythe, do you have any questions? 

Mr. Forsyrue. No, sir. 

Mr. Srrep. We want to express our appreciation to you for coming 
here, and you have made a very helpful statement, and, I will say 
that you have approached a phase of the problem that the subecom- 
mittee is directly concerned with, more completely than any other 
witness. So you really have been helpful to us, and we do appre- 
clate it. 

Mr. Lusrn. Thank you, sir. 

Mr. Strep. Mr. Nixon, we are glad to have you here. Do you have 
a statement ¢ 


STATEMENT OF RUSS NIXON, WASHINGTON REPRESENTATIVE, 
UNITED ELECTRICAL, RADIO, AND MACHINE WORKERS OF 
AMERICA, ACCOMPANIED BY BRUCE WAYBUR AND NATHAN 
SPERO 


Mr. Nrxon. I have a basic statement, and the additional statement, 
as it is labeled, is supplementary information giving details on the 
various groups. 

Mr. Sreep. In view of the length of your statement here, and the 
lateness of the hour, I was wondering if it would be better if you 
do as some of the others have, and submit this statement, and then 
orally summarize it for us. 

Mr. Nrxon. That is entirely satisfactory to me, and I do not want 
to read that statement. 

(The statement referred to follows :) 


THE Facts Asour HicH Livine Costs—UE CostT-or-LivIng INDEX Exposes BLS 
WAGE FREEZE INDEX 


The UE cost-of-living index is introduced in this report. The UE index shows 
that the cost of living for the average American worker has increased 162 per- 
cent since 1939. The UE index corrects the common misconception, based on 
misuse of the Bureau of Labor Statistics’ Consumers’ Price Index as a cost-of- 
living measure, that living costs have increased only 883 percent since 1939. The 





CONSUMERS’ PRICE INDEX 


UE index supplements and brings up to date the so-called Meany-Thomas report 
prepared in 1944 by the AFL and ClO with the active participation of the UE. 

A correct index of cost-of-living changes is today perhaps the most important 
of all statistical measures dealing with the welfare of the American people. 
Cost-of-living changes are of vital importance in both collective bargaining and 
publie policy decisions dealing with wages and prices, taxes, and social legislation. 
Cost-of-living developments are of particular importance in collective-bargaining 
negotiations setting wage rates and in determining the wage reopening clauses 
of contracts. Recently, a few unions have tied their long-term wage rates to 
escalator clauses based upon the Bureau of Labor Statistics’ Consumers’ Price 
Index mistakenly accepted as a cost-of-living measure. Government waye-con- 
trol regulations generally apply the wage freeze based upon the same misuse 
of the BLS index. 

Obviously, use of the BLS index as a cost-of-living measure results in built-in 
discrimination against the interests of all workers and others whose economic 
status depends in any degree on this false measure of changes in living costs. 

Recognizing this fact, the entire labor movement through the AFL-CIO report 
of 1944 attacked the BLS cost-of-living index. As a result the BLS changed the 
name of its index to Consumers’ Price Index, in order not to change the index 
itself. In practice, however, this change in the title of the BLS index merely 
camouflages the adverse effects on American workers whose wages and economic 
conditions continued to be influenced by the BLS index. The change in title was 
purely formal. ‘The Bureau of Labor Statistics never corrected its procedures 
to provide a real cost-of-living index despite the tremendous need for such an 
index and the general and obviously discriminatory use of the Consumers’ Price 
Index as a living-cost measure, 

Major shortcomings of the BLS index are: failure to take account of changing 
living requirements which increase living costs; improper weighting and choice 
of commodities not representative of those used by most wage earners; failure 
to take account of quality deterioration ; various types of statistical manipulations 
which almost always lower the index; failure to allow at all for the significant 
increase in workers’ living costs resulting from higher Federal income and social- 
security taxes, 

The UE index, to the extent possible, eliminates those shortcomings. It makes 
no specific allowance, however, for the extensive quality deterioration which took 
place during World War II, and which is now reappearing, especially with the 
sanction of the Defense Production Act of 1950. 

The UE in a thorough statistical analysis has prepared a cost-of-living index 
which actually reflects the changes in the amounts of money that wage earners and 
their families must spend for the goods and services they buy in the real world. 
Thus the UE index is not just a measure of price changes for a selected list of items 
drawn up in a statistician’s mind. The limitations of the UE index are such as to 
make it a conservative evaluation of the actual changes in the cost of living 
of working people. 

A complete description of the construction of the component UE indexes, and 
a detailed analysis of the BLS indexes, and of the new BLS adjusted index, may 
be obtained from UE, 11 East Fifty-first St., New York 22, N. Y. 


PART I-—COMPARISON OF UE COST OF LIVING AND BLS PRICE INDEXES 


The UE index indicates that workers’ iiving costs as of January 1951 have risen 
162 percent since the last prewar year, 1939 (table I). This compares with the 
increase of only 88 percent shown by the Department of Labor Consumers’ Price 
Index for this period. The inclusion of Federal direct taxes accounts for one- 
third of the difference between the two indexes as of January 1951. More rezvlistic 
UE measures of food, clothing, housing, and transportation costs account for 
most of the remaining difference. 

Failure of BLS index to measure living-cost changes 

The difference between the increase in living costs shown by the UE index 
and that indicated by the BLS index has a vital significance for all American 
workers, and especially those whose wages are tied to the BLS index by cost-of- 
living escalator clauses. If a group of workers in 1939 had tied future wage 
increases to the BLS index, in the hope of protecting their living standard against 
war and postwar inflation, they would have been sadly disappointed. By Jan- 
uary 1951 they would not still be enjoying their 1939 living standard—which was a 
depression living standard. Because of the failure of the BLS to measure in: 
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creased living costs, they would have suffered a 30 percent cut below that living 
standard! 


TABLE I.—Indewxes of prices and living costs (BLS Consumers’ Price Index and 
UE cost-of-living index )—All items 


[1939= 100] 





Year BLS! | UE 
} 

1939 4 | 100.0 100. | 
1940 __ | 100.8 | 103. 
1941 | 105.8 | 115, € 
1942. __ | 117.2 | 140. 4 
1943 _ . . 163, 
1944 | 174. ( 
1945 | 181.3 
1946... | 191.7 
1947 | 219 
1948 234.0 
194y | | 230. 7 
1950 e OS: | 240.8 
Special periods: | 

First quarter 1945- -- 127.7 | 180. 1 

First quarter 1950_ - - 167.8 | 230. 7 

January 1951_- ; : z ; aan 182.7 | 262. 5 
Percent increase Percent | Percent 

First quarter 1945 to first quarter 1950__ ween ; 31.4 28. 1 

First quarter 1945 to January 1951__. reher, aa es 43.1 45.8 

First quarter 1950 to January 1951. _- aianciang eS 38 ? 8.9 | 13.8 

(ne 7 ¢ 
January 1950 to January 1951. .-__- Dota peathe’ =) i{ reads a. fon eo27 a 





! Unless otherwise specified, the BLS index as used throughout this report is the old BLS index. For 
January 1951, the old index was 181.6 and the new “‘interim”’ index was 181.5, on the 1935-39 base used by 
BLS. All BLS index numbers, unless otherwise specified, have been converted to the base 1939= 100. 


This is in addition to the fact that when wages are tied to a cost-of-living 
index—even an index which accurately reflects changes in living costs—workers 
are placed on an economic treadmill and denied a chance to improve their liv 
ing standards. Additional wealth created by increased productivity and speed-up 
of workers goes into profits instead of into higher living standards. For the 
average employed worker, this is essentially what has happened since 1939. 
Significance of UE index in measuring real wages 

The UF index shows that, contrary to official propaganda, real wages have 
tended to decline during the past 12 vears, and especially since the Korean War 
began. What gains workers have obtained in their consuming power havé 
resulted soleiy from longer hours of work and more regular employment. 

Between 1939 and January 1951 real average hourly earnings in manufacturing 
industries, adjusted by the UE cost-of-living index, are revealed to have fallei 
6.5 percent. Since the first quarter of 1950, approximately the period of the wage- 
freeze base, the decline was 3.9 percent. 

Despite the increase in working hours, real weekly earnings in all manufactur 
ing in January 1951 were but 1.7 percent above the 1939 level, and slightly below 
the first quarter 1950 level 


Undoubtedly real wages have declined further since January of this year. 


l 
I 
} 


BLS adjustment fails to correct deficiencies 

The BLS has recently undertaken a revision of its index. However, the 
interim revision issued January 1951 refiects current increases in living costs 
even less adequately than the unrevised index. For example, from January 
1950 (base date for the administration’s wage freeze) to January 1951, the ol 
index rose 8.8 percent while the adjusted index rose only 7.9 percent. 

The BLS claims to bring its index up to date with this adjustment, by allowing 
for changes in methods of living. But admittedly there were no adjustments in 
the basic concepts and methods which lead to a distorted index. New com 


modities are brought into the index without raising the index to allow for the 
fact that they cost more than the commodities replaced. In some cases (tele- 
vision), the new commodities are brought in when they are still declining in 
price as they move into the stage of mass production and distribution. Thus the 
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introduction of new commodities serves to lower the index in a completely 
unrealistic fashion. 

The most important adjustment is the sharp reduction in the weight given to 
food. This flies in the fact of overwhelming evidence that workers today must 
spend a considerably larger proportion of their incomes on food than before 
World War II, owing to the pressure of high prices and inadequate incomes. The 
effect of this adjustment is to minimize the rise in the total index, since food 
prices increase most rapidly. 

The adjustment was rushed through on a fragmentary technical basis, in order 
to provide a slower-moving index to which the administration attempts to tie 
wages as part of the mobilization program. 


BLS index most distorted in periods of inflation 

The deficiencies of the BLS index are greatest in periods of defense or war 
mobilization, precisely when living-cost increases are sharpest. This was true 
during World War II, and has become evident again since January 1950. From 
January 1950 to January 1951, the UE index indicates that living costs rose 14 
percent while the BLS index rose only 9 percent.’ Under a typical escalator 
clause, providing 1 cent in wage increases for each 1.14-point rise in the index of 
living costs, the UE index would result in a wage increase of 28 cents an hour, 
The BLS index would provide only 13 cents. 

It will be recalled that during World War II, the AFL-CIO study of living 
costs, in which UE participated, showed that workers’ living costs rose 43.5 
percent between January 1941 and December 1948 while the BLS index rose 
only 23.4 percent. The UE index during that period rose more rapidly than the 
AFL-CIO study, due to the inclusion by UE of increased tax costs of workers, 


Purpose of UF index 

It is the purpose of the present UE report to bring up to date, and in some 
respects amplify, the exposé of the BLS index made by organized labor in 
World War II; to show the actual increase in workers’ living costs since 1939 
and during the most recent period of sharply rising living costs; and to measure 
future increases in workers’ living costs. The entire labor movement in the 
United States has an urgent interest in this project. Its cooperation is invited 
to achieve as perfect a measure of workers’ living costs as statistical data and 
methods permit: 
Summary of difference between BLS and UP indexes 

As shown in table I, there is a difference of 79.8 index points between the 
BLS and UE indexes as of January 1951. The principal items which account 
for this difference are as follows: 

Index points 
(January 1951) 

Payroll taxes—included in UE index, excluded from BLS index i _____~ 26.6 
Food i ee 
Housing costs 
CADE os oe es 
Transportation costs__..-_____ : 
Medical care _ es 2 ieee el Sawa Settee 
RUG OCR CTUS: UN Rn iS a te cc See ee 
House furnishings 
All other 


38. 5 


79.8 


It will be noted that the inclusion of payroll taxes accounts for about one-third 
of the difference between the two indexes as of January 1951. The more realistic 
UE food index accounts for another fourth of the difference; housing costs for 
one-seventh ; and the clothing index for one-tenth. 

Indexes by major groups 

BLS and UE indexes for the major commodity and service groups for January 
1951, are shown in the table II below. These groups are combined in the over-all 
index by use of the weights shown in table ITI. 


‘Unless otherwise specified, all references in this report are to the old BLS index. 
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TasBLe II.—IJndezes of prices and living costs: January 1951 (BLS Consumers’ 
Price Index and UE cost-of-living indexr—Major commodities and services 











[1939= 100} 
| BLS | UE 

ee » 2 ates 

| 
ee Ra SegAd Hansa eaeh mms SenenEsesstarwnnmesenamnnasesbhruteekh tacHes | 232.8 | 290. 1 
EST SRR SD MS SO cra near ae er ae ee ee aE ea liek et hclis aes ae aia 198.7 268. 4 
Housing : Se ae ee ane i eM, Sle nats: Nats BANGER NIE LS 120.8 180. 7 
Fuel, electricity, and gas a oe : ete Shesbusdcnnsectskmwakeded acaaebes 146.0 | 184.9 
Housefurnishings - reieaeats beans enn anon pkeb tae ukeeces ane, eee -| 206. 2 | 232. 4 
Transportation ___- ; . Be ata pends scscaswnlberiakwewnécnl |. mee a 215.4 
Medical care __ -_- 7 sted ahre tbls Wines bh comedian fateh deeddine aanglan | a Ue 235.0 
Payroll taxes... .......- : ; aa é Pads Sinle bhi ho sms oapina band ankee | 2,655.9 
ee ae So cc. ee SS - : 4 nein ; Ral See he 187.9 

| 


1 Estimated. Latest BLS figure not available at time of printing. ’ 
2? Household operation, recreation, and personal] care. Excludes BLS “unallocated items.” 


TABLE III.—J/ndeves of prices and living costs (BLS Consumers’ Price Index and 
UE cost-of-living inder)—Group weights 


[1939= wii 
= a Se ee Sa ae es ee ee LO a ee 
BLS | BLS | UE 
Groups (1985-839) | (1939) | (1939) 
sen REEn enema Erne: ame venues UR ar Sobel 
— alpine bateubicanclmmcinns ieee elke (etkdeainaetaGodns Momeeeae 33. 9 32. 5 33.5 
Clothing baa ; 2 ET aie ot et eile si 10. 5 | 10.6 | 10.9 
Housing _ ee ae ee Se eee a 18.1 | 19.0 | 19.6 
Fuel, electricity, ‘gas... es ' 6.4 | 6.4 | 6.6 
Housefurnishings : x4 Gihiw ais os ‘ He 4.2 | 4.3 | 4.4 
Transportation oes , ; Sc uutNGRS GreAnsuhbehossene= ae 7.9 | 7.9 | 8.2 
Medical care : eS Sess dikae Deaimacs dene caeere 3.8 3.8 | 4.0 
Payroll taxes. ___- : ph depress nat egnetrkiones aaek tana ict emnn ee fckasacoees RE: 11 
All other: | | 
Household operation, recreation, and personal care____.._-.__- enol 11.0 | 11.3 | R17 
oe a ae shinee 4.2 Wi dimmeennes 
Thtel ss... — ene en ae ET ee Se 100.0} 100.0 | 100.0 


Sources: BLS 1935-39 — from BLS Bulletin No. 699, tables VII and IX. 

BLS 1939 weights are lative importance” of major groups in 1939 computed from 1935-39 weights by 
me thod shown in M¢ ails Labor Review, August 1948, p. 158 

UE weights derived from BLS 1939 weights by adjustments to eliminate ‘‘unallocated items’? and to 


include taxes. Weight for taxes is 1939 ratio of average weekly tax deduction to average weekly earnings of 
factory workers ($0.261+$23.86). For explanation of tax deduction, see section of this report on ‘Taxes.’’” 


Nore.—The “relative importance”’ of the major items in the UE in’ dex for January 1951 are as follows 
Food, 37.0; clothing, 11.1; housing, 13.5; fuel, electricity, gas, 4.7; housefurnishings, 3.9; transportation, 6.7; 
medical care, 3.6; payroll taxes, LL. 1; all other, 8.4 


PART II-——MAJOR DEFICIENCIES OF BLS INDEX 


Antilabor bias of BLS index 

It is important to recognize that the BLS index had its origin in employer 
resistance to wage demands which arose out of World War I infiation. 

The financial columnist of the New York Times, Edward H. Collins, writes: 

“What we now know as the Consumers’ Price Index had its beginning in 
the public agitation in World War I over the rising cost of living, or, as it was 
then referred to, ‘the old H. C. L.’ By 1918, however, price inflation, especially 
in the Nation’s shipbuilding centers, had reached the point when the need 
was indicated for a more comprehensive cost of living index that could be used 
as a basis for wage negotiations.” (New York Times, Feb. 26, 1951.) 

BLS index was used originally, and at every crucial period since, to blunt 
labor’s struggle for higher wages in time of rising prices; to give a statistical 
basis to employer attempts to prevent wage increases equal to the rising cost 
of living; to help impose reductions in workers’ living standards. 

The fundamental proemployer, antilabor character of the BLS index is 
illustrated by the fact that for three decades after 1914 the BLS index moved 
closely together with the cost-of-living index of the National Industrial Con- 
ference Board, an organization of the most reactionary employers. 
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Every time the BLS index has been subjected to serious analysis, its antilabor 
bias has been exposed. During the 1920’s the economist Paul Douglas (now 
U. S. Senator from Illinois) developed a new cost of living index. This index 
was not wholly independent of the BLS. For the most part, it merely cor- 
rected some of the most obvious distortions of that index. Over the five year 
interval of inflation during World War I, from 1915-1920, Douglas’ index went 
up by 12 points more than the BLS index. (1915 equals 100 base.) 

During World War II, the Labor members of the President’s Committee on 
the Cost of Living, George Meany (AFL) and R. J. Thomas (CIO), submitted 
a report showing that between January 1941 and December 1943 the cost of 
living had increased 43.5 percent, as compared with the 235.4 percent admitted 
by the BLS; that is, a difference of 20 points. Attempts were made by 
officially-appointed economists to whitewash this exposé, but even they were 
forced to admit that the BLS index did not show the full rise in consumer prices 
by 5 points. 

In World War II, as after World War I, the BLS cost-of-living index was 
used as a device for freezing wages, a proemployer arbitration by Government 
boards, ete. It is clear that a similar attempt is underway at the present time. 
Cost of living and cost-of-living indezres 

Most workers in the United States have never received enough wages to pay 
the cost of a decent standard of living. The Heller Budget, published by 
University of California researchers, shows that the average factory wage 
chronically falls one-third or more below the amount needed to support a family 
at a modest level. The exceedingly skimpy worker’s budget published by the 
BLS covering June 1947 averaged about $3,300. In that year the average earn- 
ings of a factory wage earner employed 50 weeks in the year were about $2,500. 

The workers in the United States, when employed on peacetime production, 
‘an produce far more than enough to provide everybody with a standard of 
living far above the Heller Budget level, not to speak of the skimpier BLS level. 

So long as wages remain far below such budgets, the majority of the people 
of the United States are living in poverty in the midst of plenty; the majority 
are not sharing in NAM-touted American standard of living; the majority are 
not able to afford adequate sustenance, shelter, medical care and education 
for their children. 

Fundamentally, even if wages were to increase at the same rate as the UE 
Cost-of-Living Index, working people would still be short of their objective of 
obtaining a sufficient wage to live decently. For example, if the cost-of-living 
index goes up from 100 to 150, the worker is asked to be satisfied with a wage 
increase of 50 percent. What does acceptance of this philosophy mean? It 
means that if the worker's wage falls short of his needs by S800 in the first 
place, it falls short by $1,200 after the wage increase. It means that the worker 
still cannot afford medical care or recreation; that he still has to dig into his 
meager savings if any are left. 

A proper cost-of-living index has its definite place as one factor in measuring 
changes in the welfare of the American people. The UE is fundamentally opposed 
to the publication of an index such as the BLS Consumers’ Price Index, which 
is used, in effect, by employers and Government agencies as a cost-of-living index, 
and which is inaccurate even in the measurement of prices. 

Cost-of-living indexes and consumer price indexes 

The Mitchell Committee Report, issued in 1944, which attempted to defend the 
BLS index, commented: 

“Charge that the index does not measure the full cost of living —We have 
already made it clear that this charge is valid if cost of living is taken to mean 
the amount of money families spend for the goods and services they buy. The 
Bureau never has tried, and does not now try, to measure the cost of living in 
this sense. 

“Among the items the Bureau is criticized for omitting are extra expenses 
incurred because many wives have taken paid jobs and cannot do so much house 
work as formerly, the cost of moving to localities where fwler employment or 
higher wages can be had, the higher prices that may prevail in the new homes, 
and heavier taxes. All of these items unquestionably add to the amount of money 
some people spend. If any agency tried to measure average changes in family 
expenditure, it should include them. And such an index would be useful for many 
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purposes” (p. 14, Report of the Technical Committee Appointed by the Chairman 
of the President's Committee on the Cost of Living, issued June 15, 1944). 

All that should be added is that there is nothing voluntary about these increased 
costs of living. In time of war or war mobilization there have been heavy 
increases in costs of all sorts. Over longer periods there have been other increases 
in cost due to changes in the method of living, less spectacular than the wartime 
increases, but fully as important over the long run. The Bureau of Labor Sta- 
tistics “never has tried, and does not now try, to measure” these increases: to 
measure the real increase in the cost of living. It would be “useful for many 
purposes” if somebody did. 

The committee went on to urge that the BLS continue not to measure the cost 
of living. It should continue to restrict itself (0 measuring changes in just one 
element in the cost of living, the movement of retail prices. ‘What the BLS 
now tries to supply is highly desirable.” 

Why is it desirable—to “compare changes in wage rates with retail price 
changes”? 


BLS price index used by Government agencies as cost-of-living index 

In other words, the Committee urged that the BLS continue to put out a mis- 
leading index, measuring only part of the increase in the cost of living, for the 
purpose of linking wage rates to this misleading index. The committee made 
one significant recommendation for a change in the BLS index. It urged that its 
name be changed to Consumers’ Price Index. This was done. Now the Bureau 
has it both ways. It keeps its skirts clean by not claiming to put out a cost- 
of-iiving index. At the same time it supplies this Consumers’ Price Index, which 
is used by other Government agencies, employers, ete., as a cost-of-living index 
to regulate wages—to regulate real wages downward. 

The hypocrisy of this is revealed in an editorial in the Journal of Commerce 
for March 14, 1951, praising the new “adjusted” index of the BLS because it 
“will have a tendency of moving more slowly upward or downward.” Speaking 
of certain criticisms of the BLS index, the editorial comments: 

“The BLS gets around this argument rather neatly by calling its index the 
consumers’ price index. But practically everyone continues to call it the cost- 
of-living index. That includes those working in the Bureau.” 

As for the effect of this revision, and its use as a cost-of-living index, the 
editorial exults: 

“It is obvious what this’ll mean. Now that a great many of labor contracts 
have been tied to the BLS consumers’ price index, through so-called cost-of- 
living bonuses, labor will complain that the index moves too slowly in periods of 
rising prices.” 

Changes in worker's requirements for living 

By the worker's cost of living we mean the amount of money he needs to make 
all payments necessary to buy the minimum quantity of goods needed by himself 
and his family so that he can continue to work and his family to subsist, to pay 
the taxes required by the Government, to provide for old age, unemployment, 
and illness, to provide the necessary training to his children so that they can 
earn a living when they grow up, to pay for a minimum of recreation. 

Of course, changes in prices affect the cost of goods included in this cost of 
living. But there are hundreds of ways in which this cost of living changes that 
have nothing to do with price fluctuations. 

First, consider changes in the social standard of living. These changes are 
occurring all the time. Regardless of whether any particular change is regarded 
as an improvement or a worsening of the manner of living, once it heeomes the 
social norm, the worker must adapt himself to it. Sixty years ago people rode 
in horse-drawn carriages. Now they ride in automobiles. It may be that it costs 
half as much to go 10 miles by horse as by automobile. The worker cannot avail 
himself of that saving. There just aren’t the facilities for people to use horses 
and carriages any longer. Moreover, houses are constructed at such distances 
from factories that millions of workers simply have no way of getting to their 
jobs except by the faster and more expensive automobile. The workers’ wages 
must be increased to meet this increased expense of living. 

Thirty years ago there were few home radios. Now virtually every home has 
a radio. Today, for a worker, the home radio is not a luxury, but a social 
necessity. This is an added item in the cost of living. The workers’ wages 
must be increased in order to pay for it. 
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BLS does not account for increased workers’ costs 


The Bureau of Labor Statistics fails to allow for these increased costs. It 
“takes account” of the new items, but in such a way as to make no allowance for 
the additional cost of these items. 

For example, in 1940 the Bureau of Labor Statistics changed its cost-of-living 
index to take account of changes in consumer expenditures. Formerly the index 
had been calculated on the basis of 1917-19 expenditures. In the case of trans- 
portation, this meant the streetcar fare. But by 1940 roughly half of all workers 
had to use the more expensive automobile; so the Bureau of Labor Statistics 
revised its weights, allowing about twice as much for automobile transportation 
as for streetcar transportation. 

But then the BLS assigned to the higher dollar cost of living in 1940, computed 
by the new method, the same index number as the lower dollar cost of living 
computed by the old method. The result—the BLS index is “brought up to date” 
by freezing into it all the downward bias accumulated over decades of changes 
in the manner of living. 

The same thing is being done now with the present revision of the BLS index. 

There are other changes in the cost of living occasioned by changes in working 
conditions. The Mitchell report admits: 

“The industrial army has been joined by many women, young people, and 
elderly men who do not usually work for wages. * * * This increase of 
9,000,000 in the number of Americans rendering some sort of service for money 
represents only a part of the outpouring of energy called forth by the war. Not 
less notable is the heightened intensity of work performed by most income earn- 
ers, and the additional burdens borne by those who take care of their families and 
homes—contributions that are nonetheless genuine because they are not cov- 
ered by our statistics.” 





Mobilization program increases workers’ costs 

During the past 30 years there has been a steady trend toward a greater in- 
tensity of work in industry, and to a speeded tempo of life generally. The 
speed-up of World War II was not relaxed, but carried further after the war, 
with special impetus since Korea. Again, the mobilization program is forcing 
wives of workers to take jobs without adequate provision for children, is depriv- 
ing families of the earnings of young men called into the services. 

When workers have to work harder in the factory, they need more nourish- 
ment, especially more meat. When a mother has to take a job, she has to pay 
the costs of nursery care, or her children will be subjected to severe hardship 
(as happens even in normal times to millions of mothers, especially Negro 
mothers, forced to work as domestic servants, etc., because their husbands are 
discriminated against in employment and wage conditions. ) 

The BLS does not allow in any way for these increased costs of living. 

BLS manipulation of p’ ices 

In addition to its other biases, the BLS index is not based on a simple aver- 
aging of the prices collected on each item each month. The BLS does not pub- 
lish, except for food items, the average price each month. The BLS subjects 
the prices collected each month to detailed manipulation in order to combine 
them into index numbers. Furthermore, the specifications are frequently 
changed, items added, other items subtracted. All of these manipulations and 
shifts are given theoretical justification by the BLS. But the fact is that this 
method causes the trend in the index to be determined not by the objective move- 
ment of prices alone, but to a large extent by the combined effect of thousands 
of judgments made each month by BLS statisticians which the public must take 
on faith. As shown in the body of this report, in almost every case where the 
exact character of BLS manipulations and shifts can be determined from pub- 
lished data, they are revealed to have the effect of making the index lower. 


Agricultural Department prices higher than BLS 


An idea of the effect of this can be seen by comparison of the Agriculture 
Department Bureau of Agricultural Economics (BAE) index with that of the 
BLS (see table IV). The BAE index is a simple construction based on pub- 





2 And for the food items, most of the index numbers depart widely from those which 
would be derived by direct calculation from the published prices. 
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lished averages of prices of the same items month after month. The BAER 
index of prices paid by farmers for commodities used in family living in Janu- 
ary 1951 (1935-89=100), stood at 210, as compared with 181 for the BLS Con- 
sumers’ Price Index. This difference is only partly due to the different com- 
position of the two indexes, table IV shows that in practically every case where 
the BAB and the BLS price the same commodity, the BAE index for that com- 
modity, based on actual prices, is higher than the BLS index based on manipu- 
lation of price statistics. Out of 76 commodities for which the comparison 
could be made, the BAE index for the latest month (usually September 1950), 
coinputed on a 1935-89 base, exceeded the corresponding BLS index by 15 per 
cent or more in 30 cases; and by 5 to 14 percent in 21 cases. In 17 cases the 
two indexes were within 5 percent of each other. In seven cases the BLS index 
exceeded the BAH index by from 5 to 14 percent, and in one case by more than 
15 percent. In a number of cases the BAE index shows two, three, or even 
four times as many points of increase over the base period as does the BLS index. 
Agricultural Department index more accurate than BLS 

Nor does the BAE index exaggerate the cost of living for farmers. On the 
contrary, because it is a price index, and does not take account of increasing 
requirements which have affected farmers, although perhaps not to the same 
degree as workers, it understates the cost of living for farmers, especially poor 
farmers, share croppers, ete. 

But as a price index for farmers the BAF is reasonably accurate. It is hard 
to believe that the BLS, which spends much more money on its statistical work, 
could not put together an index fully as accurate as that of the BAE. The dis- 
crepancy is not due to technical ignorance but due to the different functions of 
the indexes. The BAE index is used to yt a floor under the prices received by 
farmers. 

The BLS index is used to put a ceiling on wages. The lower the BLS index 
stays, the higher go the profits of the big corporations, who dominate the Wasbh- 
ington administration. The worker, who today has no influence in Washington, 
is in a squeeze which can be represented by these two indexes. His actual cost 
of living is reflected in the rapidly rising BAE index. But the administration 
is attempting to limit his wages by Government order to the slowly rising BLS 
index, which would have the effect of putting him further and further behind in 
the struggle to maintaiin living standards. 


Quality deterioration 


During the past decade the quality of many of the important items bought by 
workers has declined markedly. This was most pronounced during World War 
II. Subsequently the prewar quality was not fully restored. Now the trend to 
poorer quality haus resumed, spurred by the war mobilization. This means that 
workers get less use out of the items they buy; they have to buy more units for 
the same service, and in some cases simply cannot get the same service. Obvi- 
ously, this constitutes an increase in the cost of living over and above increases 
in prices and increases in requirements. 

The BLS makes little or no allowance for quality deterioration. 

Taxes and Government services 

The workers pay many times over in direct and indirect taxes for “free” public 
education, postal service, etc. These taxes have been increasing. The BLS index 
claims to include the full cost of indirect taxes (excises, sales taxes, ete.) to 
workers. But it completely omits the cost of direct taxes (income, social 
security taxes), which for workers have been multiplied 27 times in the past 
12 years. The BLS claims that it lacks authority to include these taxes in its 
Consumers’ Price Index. 

At the same time the quality and quantity of “free” services offered by the 
Government is declining. Public schools are more overcrowded than ever and 
the prospects are for the worst crisis in the country’s history in this respect. The 
postal service for residential users was reduced during 1950. All Government 
appropriations which in the slightest degree help or can help the workingman 
are being slashed to the bone under the mobilization program. The BLS makes 
no allowance at all for the reduction of services workers receive in partial return 
for their taxes. 
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Whose cost of living? 
A cost-of-living index, if it is to be related to the earnings of wage earners, 
must be based on the actual necessary expenses of a representative cross section 
of wage earners ; also, these commodities must be combined in the proper propor- 
tions (weights) characteristic of their use by wage earners. This the BLS fails 
to do. Its selection of commodities, and especially of commodity weights, is 
unduly influenced by the consumption patterns of families with incomes consider- 
ably higher than those of the average wage earner’s family, and is very little 
affected by the consumption patterns of workers in the lower wage brackets. 

This shortcoming further lowers the BLS index. In times of rising prices 
the goods bought by wage earners increase in price more rapidly than those bought 
by more prosperous groups. The latter are able to buy what they need even in 
time of depression. Hence their purchases of consumers’ goods do not fluctuate 
so much. Furthermore, they have reserves of clothing, a house to live in—they 
can avoid the profiteers’ squeeze of scarce goods and peak prices. The demands 
of wage earners rise rapidly when there is inflation, because employment is 
increasing and more workers need work clothing and nourishing food; they 
have no reserves to draw on, they have to move to the place where the job is 
and pay What the landlord demands for rent. 

The report of the President’s Committee on the Cost of Living found that 
one of the main reasons why the BAP index of living costs for farmers rose 
more rapidly than the BLS index was that farm families, with less cash income 
than urban families, tended to buy lower-quality goods, which advance much more 
in price than the higher-quality goods priced by the BLS. 

The report of the American Statistical Association (ASA) on the BLS cost- 
of-living index commented: 

“The index represents expenditures of what may be characterized as a 
moderate-income group. In periods of rapidly rising prices there are seg- 
ments of the population with low (and fixed) incomes for whom the increase in 
the cost of living is a real hardship. During 1942 and 1948 prices of lower 
quality goods and low-rent housing have experienced relatively the most extreme 
upward rise.” 

Cost of living of lower-income groups increases fastest 

The statisticians of the ASA prepared a special index, using BLS price figures, 
but reweighting them according to the expenditure patterns of the lower-income 
half of the families in the survey on which the BLS weights were based. Taking 
1939 as 100, they found that in March 1948 the BLS index stood at 124.5 and 
the lower-income index at 127.8. Between December 1942 and March 1948 the 
BLS index increased 2.4 points, the lower-income index 3.3 points, or 38 percent 
more. This discrepancy occurred despite the fact that the statisticians remained 
within the framework of a price index, and the BLS system of data collection 
and adjustment. 

The special significance of the ASA research is brought out by comparisons 
below, which indicate that the lower half of the families in the sample on which 
the BLS index is based are actually around the middle range of wage earners 
asa whole. What the ASA calls a low-income index is actually an index related 
to the expenditures of the average worker. What the BLS calls a moderate- 
income index is actually an index dominated by the expenditures of the highest- 
paid workers and of white-collar workers. Of these groups, it represents those 
in the most stable industries, with the steadiest jobs even in the time of worst 
depression. 

The BLS index has been based since 1940 on a study of consumer purchases con- 
ducted during 1934-36. To be included in the survey a family had to meet the 
following requirements: 

“Family income of at least $500 per year; no receipt of relief, either direct 
or work relief, during the survey year; at least one earner employed for 36 
weeks and earning at least $300; no clerical worker earning over $200 per month 
or $2,000 per year.” 

The exclusion of families receiving relief in those depression years alone 
left out 4% million families, mainly wage earners’ families. The requirement 
for 36-weeks’ work in the previous 12 months left out millions more. The require- 
ment for a family income of at least $500 left out most rural wage earners and 
many service workers. 
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BLS measures prices of higher income groups 


The median income of all families in the sample used by the BLS for setting 
up its cost-of-living index was $1,458 (BLS Bulletin 638, p.1). But in the period 
of the survey, 1935-36, two-thirds of all families and single individuals in the 
country had incomes below this figure. Among all nonrelief families of wage 
earners, the median income was $1,175 (BLS Bulletin 694, p. 128). That is, the 
midpoint of the BLS sample was 24 percent above the midpoint for all nonrelief 
wage-earner families. If the families forced to receive some relief were included, 
it would undoubtedly appear that the ayerage income of the BLS sample was 
higher by at least 50 percent. 

The reader today may think of $1,458 as rather a low income. But in 
1934-36 it was not so low, in terms of prices which then prevailed. Allowing 
for the increase in living costs shown by the UE index, that $1,458 is the equiva- 
lent of $3,900 today; and would have been the equivalent, in terms of the UBD 
index, of $3,440 in 1949. But the Census Bureau recently reported that in 1949 
the actual median earnings of all families and single individuals in the United 
States in 1949 was $2,739. 

The average earnings of the chief earner in the BLS sample of families was 
$1,285 (BLS Bulletin 688, p. 56, table 4), equivalent to $25.70 per week on the 
basis of 50 weeks’ work. This was 28 percent more than the 1935 average weekly 
earnings of all factory workers. Since most workers at that time did not have 
50 weeks’ work a year (and many still have less), the excess of the BLS sample 
annual earnings over the actual average for factory workers is even more 
marked than indicated by the above figures. 


Unrepresentativeness of BLS index 


The unrepresentative character of the BLS index can be seen in another way, 
by comparison of the job breakdown of those in the BLS sample with correspond- 
ing figures for all workers as reported by the census: 





BLS sample|Census 1940 
Category of worker 1934-36 head of 
chiefearner| family 





Percent Percent 
28 





ele de Ce a ee ees hn bine rahknnweraeied 19 
oop nea eeeentkergnipha heen eiapeennnraukers~acnr aes exesaen eas 23 24 
SS ER EER POE 6 Bee OE SIE ae es Sepia ane es 35 27 
Unskilled .-.....- 22.2222 20-20 nono no noo nnn eo ne ene eee nee ee none ee 14 30 








Thus the BLS gave less than half the proper representation to unskilled work- 
ers, at least 50 percent too much to clerical workers, although a worker’s cost of 
living index should be based on the consumption patterns of those in all wage 
earner categories, with full proportional representation to the lower and medium 
paid workers, as well as to the highest paid wage earners. 

Living costs of Negro wage earners 

Because of the special discrimination and segregation to which they are sub- 
jected, the living costs of Negro wage earners have gone up most rapidly, and 
they are most affected by quality deterioration and wartime shortages of goods. 
This is shown in detail in the section on housing costs in volume II of this report. 
It applies to other groups of commodities as well. 

The BLS index, therefore, is particularly distorted when applied to the wages 
of Negro workers (or Mexican and Puerto Rican workers, etc.). Even the UE 
index, as a general average index for all wage earners, cannot take into account 
the full impact of rising living costs on Negro workers. 
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Tarte I1V.—BLS and BAE retail price inderes for identical items (September 
1950 unless otherwise specified) 























[1935-39100] 
| P —_ by | Percent by 
q > which BLS | which BAE 
Item BLS BAE | exceeds peers a 
} BAE BLS 
Apparel: | 
Wool: | 
Men’s overcoats !_ .. oe ee ae 176.0 Cl 22 
Suits (year round weight)......--.--- is 204.7 | EE ren 4 
Trouse TS..--- SP Re eee : 185.3 | 74. 2 |- aes 48 
Women’s coats (h, 1p, rest ee 163.7 tS 76 
Women’s coats (h, If), plain 1... ede, SE 200. 5 Saal 39 
Cotton: | 
Men’s: 
po SE See + Sr ter eee : 202. 2 | > i 23 
Overalls........ CPE eS Ae See a 215.5 | Ls 20 
Shirts, work______ icin cats 198. 6 . JS eee 36 
OS SS ee eee eee ae oP 218. 6 | } eg eee 9 
Shorts ___- " We ae ri 272.7 | 247.4 |) 
Undershirts : ; = 203.1 | , | SS rs 2 
Union suits 1. ay See ee 195.8 | 212.7 9 
Ss “ as fmee 167.3 |  * @ See 24 
Women’s: | 
Dresses, street 2_.____- Riess 217.9 | yo ee eee 26 
Nightgowns ?2___. a 1 263. 8 | 232.4 SG bee. ess. 
Yard goods, percale......--------- — 226. 2 | SOS tuisk ase 22 
House dresses... -_- Aa ues 271.1 | ) ek a 9 
Rayon and nylon: H 
Women’s dresses, rayon-.----- 1 Faia eee abcinaantad 145. 2 | tg es 101 
Slips, rayon. __- oe P ee eS 154.7 | 301.0 |... 5 
Panties, rayon. .,...-.-..- eRe 154. 2 | ae ae 31 
Other: Men’s hats, felt 1... 5 al sapilae 177.4 7 Ne il RE SaR | 32 
Footwear: | | 
Men’s shoes, dress... .._..-- TIA See ee eee 240.1 | 4 hos 11 
Men’s shoes, work... 4 230.7 | 257. 1 Serene li 
Women’s shoes fo Pe ener a 191.1 > St fh ioe ‘ | 13 
Children,s shoes: | 
YO. 5 a eee ees ee Datel (210. 6) | 938.3 |. c.cce | 7-11 
Girls AW Eg PAT CRANE i Pe ae elt | Le eee hee ee 
Housefurnishings: | | 
Rugs, wool axminster............---- SS, 228. 4 | 238. 7 2 | 5 
a aes pereee ss es 128. 4 | 146.8 |__. | 14 
Living room suites. es RES 233.6 | ; year | 15 
Bedroom suites... ._- sels iy’ het 222. 0 268. 4 De eee 21 
Bedsprings Bg lo ae wes Bee 158.3 | 235.0 | ¥ | 48 
Mattresses, inne rspring_ eee sireent 197.5 | 214.1 5 
Radio, table model___- ates ef eae 167.1 | 119.1 40 |-- . 
Sewing machines (electric). ...-.--------------- 167.2 | ty eter | 46 
Washing machines (electric) ee Caer 201.0 | 200.3 30 |-- 
Vacuum cleaners-.---- PE I ere et 135. 5 | 163. 5 2 21 
I I RN es coe aa 193.0 | 180.1 | } SaaS 
. Ra al RR ee ee ies eer ae a 255.0 | 255. 4 | | 4 
Lh ee eet eee 248.7 | 253.3 |. } 2 
Blankets, wool. ........-.---- ; 175.7 | 241.5 } 37 
Motor supplies: 
Gasoline. _. 2 141.2 | 135.9 4 
Motor oil. Sed 124. 2 | 135.5 | _. 9 
Jy eres pes eer ‘ 4 139, 2 | 146.0 | | 5 
OS en ca pene aS (182. 6) | a 8)! | 15-19 
( ) (210.7) LIRA, eee 
eS ihe Ba. cat cca sede dnddconaud sige aoa Ra 13-15 
) (231.9) eee i 
WUPROID 9s sv ancn cone seuksu~ Be eee Simian (209. 0) (236. 6) | _- 9-13 
( )} (227. 5)} .-- 3 Epa ano tao Pe 
Foods: 5 
UN MN 2 Sos ow kk da ceenads orer 192.6 | 223. 2 | 16 
OC SS ER CS Ree ance See pees 196.9 | 257.1 | 31 
Woe Dread. .....2....-. aT Lietyes 171.9 | 172.0 | 87 
SE Ey peer eee eee re ae Ter 298. 4 | 319.4 i 0 
Bacon eet hee) 6S. 258 dy Reus cease nnewesukd 172.0 174.0 | 1 
Ham, whole....._.--- Fes tee ae Swing ae 212.6 196, 2 2 en in 
Pork chops SESS SAE See ANE 216.9 | 218. 3 ‘ 1 
eee Pe Beare sz. Lee 182. 8 | 5. 2 |... 12 
Butter ___ ee : ‘ 209. 8 218.3 4 
Cheese. a i 7 andes 232.9 J13.8 9 
Milk (delivered) ___-.--..---------- ‘ 178.8 | 199.0 |. : il 
wiser tewaporated)......~.....25...-5--.5.<- ae nae | i 7 13 ; 
Ms Fs, Ee bad 5 cakes tabonatd 4 50.7 | Oe, 8 ti... ’ . 
NON. =. 2 ic cia dondugs hid dewedetascdeSdbccack y 164.4 164.3 CO as cwates 
Beans, dry 2 cae ie tlie ek Mag tacit Gee e ce ao nir en 227.0 225. 5 es 
6S. eS ee RESET Re EE 254.3 it 2 es : 4 
Canned peas.._....-..------------ subidn dd cet cE ARE 117.8 | 117.4 | OO triste. 


See footnotes at end of table. 
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TasBLe IV.—BLS and BAE retail price indexes for identical items (September 
1950 unless otherwise specified—Oontinued 





| Percent by | Percent by 


| BAE | which BLS | which BAE 
| 








Item BLS exceeds exceeds 
BAE BLS 
| | | 
OR OA ak ee ey 197. 5 | fA ' eae 15 
TS a ROE SESE ee I a 271.2 | 259.7 | _) Bae oe 
Oranges SIR cae 2S STS Sa RNS ea 161.7 | 159. 4 | 1 | ‘ 
2 re RE ea ee ere 149.8 | | Pees ee | 5 
Shortening, hydrogenated. Ce 1 2 ee ae 174.8 SY Bare | 40) 
Salad ~ aaa as SE ee EE AES 152.6 | 212.4 CAMEL Eee, TS | 39 
RD na caccdeenen RE) a ee eee 178.7 | 2 4D ee | 8 
Gurcer....<... Licillntintansenaptstaieaiaamseadlindeia eda nisms hipiehiaie | 186.4 | 185.7 | (3) ey ae 
Coffee._.._.-.- = Se 1a oe 331.6 396.3 is, ea #”) 
Miscel'aneous: | 
NS Se ne ee RO ere 127.7 | fe et y 
Telephone services, residence......_.--.----------- } 137.8 | 127.4 | er 
Soap flakes (or granulated) -_...............---------} 141.8 | | eR See te e 31 
NOWEDRREIE, SUDIITIIRAN SS 5 ns hod n eo eeceen= | 176.6 | 172.2 | 3 Bek ae 
RI hos eta. wise nds cccdn pees 148.6 | | 





1 December 1949. 

2 June 1950. 

3 Less than 44 of 1 percent. 

4 June-July 1950. 

5 December 1950 for all foods. 

(In each case the latest date for which both indexes are available.) 


PART III—SUMMARY OF UE INDEX BY GROUPS 
The UE inder 

The UE index of workers’ living costs overcomes the major distortions of the 
BLS index. It allows for some of the changes in workers’ method of living, as 
well as changes in prices. It comes closer to measuring the changes in the cost 
of living of the average wage earner. It deals with actual changes in prices and 
costs, and not with manipulations of these changes. Finally, the UE allows at 
least partially for the increasing burden of direct taxes paid by workers, an item 
altogether left out by the BLS. 

The UE index is nevertheless, a conservative index, which does not show the 
full cost-of-living increase for workers. The UE does not have a budget of 
millions of dollars with which to eollect price quotations. Our calculations 
necessarily make use of Government and employer statistics, because the Gov- 
ernment and the employers mye a monopoly of resources for collecting statistics. 
It was impossibie to measure al! of the biases in the official index, or to find the 
key to all the distortions in are mabe and employer statistics. 

In particular, the UE index does not completely allow for increasing require- 
ments of workers, since in some cases sufficient data for adjustment has not yet 
been assembled. Again, in a number of important categories the UE cost indexes 
are unduly influenced by the slower-rising prices of goods bought by higher- 
income groups, because of the difficulty of isolating workers’ items. The UE 
has not made any specific allowances for quality deterioration, although this has 
been a serious factor in increasing the real cost of living for workers. Finally, 
two minor subgroups of the BLS index (aggregating about 8 percent of the total 
weight), have been incorporated in the UE index, since specific studies to correct 
the BLS indexes for these subgroups have not yet been made. 

sSecause the UE did not correct completely for all of the shortcomings of the 
BLS, the UE index is a minimum estimate of what has happened to workers’ 
cost of living. We will continue to improve it, and kee, it up to date at 6-monthly 
or annual periods. We offer it as a minimum exposé of the unfair basis of the 
official cost-of-living index to which employers are trying to tie wages. We do 
not regard even our index as an adequate basis for wage negotiations which 
must strive to attain improvements in the eonditions of the workers, and not 
freeze them to inadequate living standards. 


Summary—UE index of foods costs 

Between 1939 and January 1951, food costs as computed by the UE have 
increased 190 percent; as computed by the BLS only 133 percent. 

The UE index of food costs is constructed quite simply. The United States 
Commerce Department publishes annually data on how much the people spend 
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for food. Dividing this by the number of people gives the average expenditure 
for food per person. The United States Agriculture Department publishes an- 
pually an index of the amount of food consumed. From these figures it is easy 
to determine the amount of money spent each year per unit of food, in other 
words, the food-cost index. 

Because of the method of calculation, the UE index does not fully reflect the 
rise in food cost to workers because prices of the cheapest foods bought by work- 
ers have gone up more than average for all foods. 

The BLS index of food prices is inadequate for the following reasons: 

1. The BLS includes the more expensive foods which most workers cannot 
often afford to buy such as prime rib roast and round steak. It excludes 
less expensive foods such as beef liver. Yet the less expensive foods increased 
most in price. 

2. The BLS generally reflects the movements of higher priced brands and 
grades of foods, and does not take into account the fact that inferior grades 
went up much more or were sold as top grade. For example, in February 
1939, Bohack’s in New York advertised grade A large Plymouth eggs at 27 
cents, grade B at 22 cents a dozen. In March 1951 it sold the same large 
grade A Plymouth eggs at 67 cents, the grade B eggs at 68 cents. The grade 
A eggs of the type the BLS prices increased by 148 percent. The grade B 
eggs of the type which the BLS does not price, increased by 186 percent. In 
many stores the grade B eggs are sold as grade A, but the BLS does not pick 
up the upgrading of these eggs. 

3. The BLS index does not take into account the disappearance of week- 
end sales. Because the BLS priced its goods on Tuesday it did not get these 
week-end sales, and therefore its price quotations on foods in 1939 were 
higher than the actual average prices. During and since World War II most 
chain stores have eliminated these sales, but the BLS index never showed 
the disappearance as an increase in prices. 

Also, before the war staple foods could be bought in mass distribution 
chain stores at prices as much as one-third below the average prices used 
by BLS. Now that differential is greatly reduced. For example, in 1939 
the A. & P. regularly sold its Eight o’Clock coffee at 14 cents per pound 
sometimes at 3 pounds for 39 cents or 13 cents per pound). Now it sells 
for 77 cents per pound or five and one-half times as much. The lowest coffee 
price found by the PLS in any store in the country in December 1950 was 
70 cents per pound, 500 percent of the chain-store price for inexpensive coffee 
in 1989. Yet the BLS index of coffee prices for December 1950 was only 
355 percent of the August 1939 level. 

4. The BLS adds or drops foods from its index in a way which invariably 
dampens the rise in food prices. In August 1947, the BLS dropped 13 foods 
for economy reasons. It is possible to trace some of the results of the drop- 
ping of these foods. For example, while the fats and oil index of the BLS 
declined by 24.9 percent between 1947 and 1949, the only item dropped from 
its index, peanut butter, showed an increase of 9.4 percent. Almost invari- 
ably, the items dropped from the BLS index had the effect of slowing down 
the rise of its food prices. Bearing in mind that the BLS continually col- 
lects prices for many items not included in the index, the ability to insert and 
take out items at will gives the Bureau power if it so desires to manipulate 
the index to the disadvantage of workers, whose wages may be tied to it. 

5. In addition, the UE index measures increased cost of food for persons 
moving to other cities and shopping at new stores, increased costs of eating 
out and other such food costs not measured by the BLS. 

6. Wartime shifts to restaurants—during World War II, an increased 
number of workers had to eat in restaurants. Since food costs to consumers 
cost twice as much in a restaurant, and since restaurant prices rose most 
rapidly, this shift brought about a sharp rise in the average cost of workers’ 
food not included in the BLS index. Following World War II, the prewar 
practice of home and restaurant food consumption was restored. Now with 
the mobilization program, the pressure for increased restaurant eating will be 
resumed, and this World War II bias will appear on top of the current biases 
already in the BLS index. 


Summary—UE index of clothing costs 

The UE index of clothing costs increased by 168 percent between 1939 and 
January 1951; the BLS index shows an increase of 99 percent. 

The United States Bureau of Agricultural Economics computes an index of 
clothing prices paid by farmers’ families, superior in every respect to that pub- 
lished by the BLS, and it was therefore adopted by UE to measure clothing 
prices. 
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The BAE index measures clothing prices more nearly of the type purchased by 
an hourly rated worker than the BLS index which is composed mainly of items 
used by white-collar workers. The BAE therefore reflects the greater increase 
in the price of less expensive clothing than in the price of luxury-type clothing 
included in the BLS index. 

The BAE index presents its clothing prices in straight-forward dollar-and- 
cents terms for each item. It measures changes in prices which occur in each 
item, regardless of change in fashion and including changes resulting from up- 
grading in wartime. The BLS index is affected by numerous additions and sub 
tractions of clothing items together with whatever adjustments the BLS deems 
desirable for changes in specifications. Again the effect of the BLS changes in 
the index invariably serve to slow down the rise in clothing costs. 

In 1947 it was possible to compare both the BAE index and the BLS index 
with average clothing prices computed from the national data of the Census of 
Manufactures. The BAE index checked reasonably well with the census; the 
BLS index was considerably below census results. 

Even the BAE index does not measure fully quality deterioration of clothing. 
Rayon dresses have increased less in price than most other items of apparel. But 
the quality of rayon fabrics has deteriorated sharply over the past decade af- 
fecting its wearing quality, appearance, and comfort. Manufacturers push the 
more expensive but flimsy sheer nylon stockings which do not wear well. 


Summary—UE index of housing costs 


The UE index of rents and home-ownership costs Shows an increase of 81 per- 
cent from 1939 to January 1951; the BLS index shows an increase of 21 percent. 

The UE basically used the United States census figures on the rise of average 
rents over the past decade. While these census average rents increased by 64.6 
percent between April 1940 and April 1950, the BLS rent index increased only 18 
percent. The BLS implies that the higher rent figures of the census reflect an 
increase in the type of housing quality the worker gets for his rent. The facts 
are that workers are not getting more for their greater rents. Even so the dis- 
crepancy was so great that the BLS had to make a slight correction in its rent 
index for what it called the higher costs of newer housing which it had not 
previously measured. However, this BLS correction amounted to only one- 
seventh of the difference between the BLS and the census figures. 

Nor does the BLS measure the increased costs incurred by workers in having 
to buy a house. UE’s housing index makes a correction for the increased cost of 
home ownership which various surveys show was 30 percent greater on the 
average than the cost of renting a dwelling. 

Reasons why the BLS rent index is misleading: 

1. The BLS says that in order to measure the same quality of dwellings it 
is necessary to measure the same dwellings. But the BLS does not measure 
depreciation. If the useful life of a building is 50 vears, the building depre- 
ciates in value at the rate of 2 nercent a year, or 20 percent in 10 years. Thus 
the BLS rent index underestimates the decline in the value of a dwelling 
by perhaps 20 percent in each 10-year period. 

2. The BLS measures rental dwellings in all neighborhoods, working class 
as well as well-to-do. But rents on the better dwellings have gone up less 
than workers’ rents. 

3. The BLS fails to measure increases in rents put over by landlords using 
various tricks. For example, when a landlord charges $30 per month for 
“furniture,” the BLS adds half of this in computing the index. 

4. The BLS rent index does not measure differences in rents which a 
family may pay when moving from one city to another. Many workers were 
forced to move to cities where war industries were constructed, and which 
therefore became high-rent towns. But this shift in population to higher 
rental areas was not measured by the BLS. 

5. The BLS rent index is designed to exclude those changes in housing 
eosts which occur when families * * * shift from tenant to owner 
status. The BLS admits “During the war and postwar periods, sales prices 
of homes—not subject to wartime price controls—increased substantially 
more than residential rents, and many families, forced to buy, had marked 
increases in their total money outlay for housing.” 

6. The BLS does not take into account repairs now made by the tenant. 

7. The BLS does not take into account under-the-table payments demanded 
by landlords when they rent to new tenants. 
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Summary—UE index of fuel, electricity, and refrigeration 

The UE index shows an increase in costs of 85 percent between 1939 and 
January 1951 as compared with 46 percent according to the BLS. The develop- 
ment of electrification and the increased use of appliances has meant that 
working people are using greater and greater quantities of electricity, yet the 
BLS index does not allow for the increased cost of the added electricity. For 
example, the BLS index of electricity prices declined 6 percent between 1939 
and 1950. During the same period the average domestic or residential customer's 
electricity bill as compared by the Edison Electricity Institute increased 47 

reent. 
othe UE index makes full allowance for the greater cost to workers of the use 
of increased fuel, electricity, and refrigeration. The UE index is based on the 
average expenditures per household for fuel, ice, electricity, and gas. Expendi- 
tures for these items are supplied by the United States Department of Com- 
merce. The number of households is supplied by the Bureau of Census. 


Summary—UE index of housefurnishings costs 

The UE index of housefurnishings for January 1951 reveals an increase of 
132 percent since 1939, as compared to the BLS increase of 106 percent. 

Workers’ costs for housefurnishings have been sharply increased by factors 
beyond the price increases which have occurred, The UE index takes into 
account some of these factors, but the full increase is yet to be measured. 

Changed methods of living have caused shifts in products used as from ice 
boxes to electrical refrigerators. The refrigerator and other household con- 
veniences have become a minimum necessity to keep up with the pace of life. 
The BLS, of course, omits completely the increased cost of living resulting from 
these shifts. The UE has not attempted to measure them at this time owing 
to the lack of adequate data. However, the UE has taken into account some 
of the indirect cost increases, such as the sharply increased cost of repair of 
household appliances. (This appears in the UE index for household operation. ) 

The BLS does not measure forced shifts to more expensive types of the same 
article. Many workers in periods of shortages are forced to buy more expensive 
appliances or furniture because the less expensive kind is not available. The 
UE, by and large, takes into account price increases of this kind. 

The BLS also fails to measure the “pure and simple’ price increases which 
have taken place in housefurnishings. Curtains were shown by the con- 
sumers’ purchasing study to be an important expenditure item exceeding any 
other single item of textile furnishing except carpets and rugs. Yet, the BLS 
did not price curtains during the period 1939-47 when the BAE showed that 
curtains had increased in price by 267 percent, more than the price increase for 
any other item in the entire furniture and furnishings group. 

Having missed the curtains on the upswing, the BLS proceeded to catch them 
on the rebound. It introduced curtains in its index in September 1947 in time 
for them to drop 15 percent by the end of 1949. Thus, by inclusion and exclu- 
sion of the same item, the BLS serves its constant purpose of understating the 
over-all increase in costs. t 

The BLS in other cases simply failed to report price increases which are 
universally recognized to have taken place. The BLS includes in its index an 
increase of only 24 percent in the price of coil bed springs between 1939 and 1947. 
In the same period of time the BAE reports an increase in the retail price of 
“sagless springs” of 94 percent. 

The UE index is composed of two sections: (1) furniture and furnishings; 
(2) appliances. The index for furniture and furnishings is a weighted average 
of the index of prices of 23 such items published by the BAE in its index of 
prices paid by farmers. As in the case of clothing, the BAE index is far more 
accurate than that of the BLS because it is presented as a consistent listing of 
price quotations without the index manipulations and frequent item substitu- 
tions of the BLS. By and large, the BAE prices allow for hidden increases in 
the form of up-trading and elimination of low-end lines. They do not allow 
for quality deterioration. 

The UE appliance index is computed from data supplied by electrical mann- 
facturers to the trade journal Electrical Merchandising, showing the number of 
units and retail value of each major type of appliance. The UE appliance index 
is superior to either the BLS or BAF indexes because it is more comprehensive 
and because it takes into account the price increases resulting from the shift 
from nonautomatic appliances and other changes in specification which in the 
ease of appliances are not fully covered in the BAE index, and are completely 
excluded from the BLS index. 
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Summary, UE index of transportation costs 

The UB index of transportation costs increased 115 percent between 1939 and 
January 1951. The BLS index for January 1951 is not available, but between 
1939 and the first quarter of 1950 UH’s index increased 95 percent, as compared 
with 46 percent for the BLS index. 

The main reasons why the BLS index fails to show an accurate increase in 
transportation costs are: 

1. Its omission of the prices of used cars, which increased very rapidly. 

2. Its failure to take into account the increased cost of necessary cur 
operation owing to the greater distances which many workers have to drive 
to get to work, and owing to the increased age of most cars on the road, and 
the resulting increased repair costs. 

3. Its failure to take into account the increased cost of riding to work 
on public transportation systems because of the increased average distance 
from home to work, and the resulting need to use railroad commutation, to 
pay two or more transit fares to get to work, and to use intercity bus lines. 

The UE index was able to take the first two factors into account. The UE 
was able to reconstruct a price index for used cars and for repairs from material 
readily available to the BLS. For used-car prices UE used as its basic material 
the National Averages of Used Car Prices by Year Model, issued by the National 
Automobile Dealers Used Car Guide Co. For operating costs, UE used Depart- 
ment of Commerce figures for the average expenditure per car for gasoline and 
oil, parts and repairs, insurance and licenses. 

The UE also used the Agriculture Department prices of new cars to compute 
its new-car price index. 

The BLS practice in pricing new cars is to use the price of the largest-selling 
line of the current model in the current year and link it to the same model in 
the previous year. A particular model is likely to become popular in a given 
year because there was a less-than-average price increase, or more-than-average 
price reduction in the model. The BLS method therefore has a definite tend- 
enecy to dampen the price levels of new cars. The Agriculture Department 
presents for each year the average price in dollars and cents for seven types of 
ears (two types each of Chevrolets, Fords, and Plymouths, one type of Buick). 
There is no year-to-year manipulation or shifting as in the case of the BLS index. 

In pricing new cars, the BLS apparently engaged in other statistical manipula- 
tions. It did not price automobiles for the period 1942 to mid-1946, when they 
were not made. It claims that subsequently it took account of the intervening 
increase in price. But the published statistics of the BLS indicate that it did 
not do so; that the BLS index for the transportation group is more than 10 
points below the level it would have been if the wartime increase in automobile 
prices were taken into account. 

Summary, UE index of medical costs 

The UE index of medical costs for January 1951 shows an increase of 135 
percent over 1939. BLS figures are not available for January 1951, but between 
1939 and the first quarter of 1950 UE’s index increased 119 percent as compared 
to 46 percent for the BLS index. 

The UE index is computed from actual expenditures for medical care and 
death expenses per household as given by the Department of Commerce divided 
by the Bureau of Census information on the number of households. 

The BLS index assumes that workers need the same kind of medical care 
year after year. It fails to take into account that workers need more medical 
care, and that the forms of medical care have become more expensive. Further- 
more, it fails to take account of the fact that workers’ medical costs have in- 
creased the most. 

The BLS index fails to take into account the increasing use of specialists as 
compared to general practitioners. The BLS seemingly believes that workers 
use private rooms more than wards in hospitals. Since charges for wards have 
increased more than those for private rooms, the BLS underestimates hospital 
charges. The BLS makes no allowance for the increasing cost of extras in 
hospitals. The BLS fails to take account of the increased use of the expensive 
hew drugs such as penicillin, sulfas, ete. 

As of September 1950, the BLS index for medical care costs implied an 
allowance of almost $85 a year per family for such costs. An allowance of 
$12.50 per year was implied for medicines and drugs. The hopeless inadequacy 
of such figures is indicated by the BLS’ own City Worker’s Family Budget which 
in October 1949 called for sums ranging from $176 to $248 for medical care; that 
is from two to three times the allowance of the BLS index. 





Su 


be 
T 
ar 
of 


té 

lie 
in 
Ww 





CONSUMERS’ PRICE INDEX 291 


Summary—UE index of tax costs 

Although the burden of direct taxes such as income and social security have 
become increasingly greater, the BLS does not include such taxes in its index. 
The UE index does include Federal direct taxes which have increased from 
an average per week of 26 cents per workers’ family in 1939 to an all-time peak 
of $6.93 per week in January 1951. 

The Commissioner of Labor Statistics claims that he cannot include income 
taxes and social security taxes in his price index because it is a matter of pub- 
lic policy to be decided elsewhere in the Government. It is self-evident that an 
important element in the increased cost of living is the increased taxation of 
workers, and that their measurement properly belongs in a cost-of-living index. 

The tax figures are computed directly from BLS estimates for workers with 
no dependents and workers with three dependents, in each case for a worker 
with the average weekly wage of all factory workers. The two BLS series are 
combined with weights derived from census data on the family status of workers. 


Summary—UE index of “all other” costs 

The UE index for ‘all other” items corresponds in coverage to the BLS sub- 
groups; “household operation,” recreation,” and “personal care.” The UE index 
for this group in January 1951 showed an increase of 88 percent over 1939. The 
BLS data for January 1951 is not yet available. The UE index for the first 
quarter of 1950 showed an increase of 76 percent over 1939 as compared with 
57 percent for the BLS. 

For two of the three subgroups, “recreation” and “personal care,’ the UE 
has used the BLS figures pending a more detailed study. For the first subgroup 
“household operation,” the UE computed its own index. The BLS “household 
operation” index suffers from-several shortcomings : 

1. It makes no allowance for the fact that the needs of workers for various 
types of household services have sharply increased. For example when both 
husband and wife work, it is increasingly necessary to shift from doing 
laundry at home to sending it out. 

Also, the need for telephone service has increased in order to have con- 
tact with the doctor and on occasion to shop by phone. 

2. The BLS performs serious statistical manipulations in these series as 
in many others. For example, the BLS index of the price of telephone serv- 
ice went up 27% percent between 1940 and 1949. But the statistics of the 
Bell Telephone System show an increase in operating revenue of 48 per- 
cent per telephone conversation. It is well-known that the telephone com- 
pany has obtained increased revenues not only through general rate in- 
creases, but also through eliminating the less expensive forms of service. 

3. The BLS completely omits from its index items most appropriately 
considered under household operation. Outstanding among these omissions 
are interest on personal debt, as for example installment buying, repairs 
of appliances, and moving expenses. Expenses of workers in connection with 
their employment are not priced. These include workers’ tools, miners’ 
supplies, and employment agency fees. 

The UE index for “household operations” is computed on the principle of the 
complete accounting of expenditures per family for all items important in 
workers’ household operations. The data for expenditures are taken from the 
national income statistics of the Commerce Department. These are divided by 
the number of households as reported by the Bureau of Census. 


Mr. Nixon. I have with me Mr. Wayburn and Mr. Spero. Mr. 
Spero is the research director of the union, and Mr. Wayburn, Bruce 
Wayburn, is associated with me in the Washington office. They will 
assist in answering any of the technical questions which you may have 
to raise as we go along. 

I would like to say first, Mr. Steed, that we are very glad to have 
the opportunity to be here and to discuss this question with you. On 
the 24th of April we completed and issued publicly the results of an 
extensive analysis of the BLS Consumers’ Price Index, and with that 
the formulation of a cost-of-living index of our own, based on Govern- 
ment figures. 

Now, the first point I would like to underline, although I know it 
has been emphasized to you, I want to underline it, is the extreme 
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importance of the subject that you are investigating. There is no 
statistical measure probably of greater significance to the welfare of 
the American people on the average than the measurement that is 
involved in the cost-of-living Consumers’ Price Index measure. 

I think Mr. Clague pointed out here that with 3,000,000 workers 
covered by escalator clauses, a 1-point difference more or less in the 
index makes a difference of $60,000,000 in income. 

Mr. ForsytHr. You mentioned 3,000,000. How many of your people 
are covered by escalator clauses ? 

Mr. Nixon. I would say we have approximately 50,000 members 
covered by escalator clauses. 

Mr. ForsyrHe. How many people are in your union ? 

Mr. Nixon. 300,000. If you apply the same 

Mr. Sreep. Pardon me right there. Does this show an increase in 
the number affected by escalator clauses, and what I am referring to is 
the general trend of the expansion of the use of the escalator clause ? 

Mr. Nixon. Yes, sir; it 1s. It is something that has occurred in 
the last year, as far as we are concerned, and we had very, very little 
escalator-clause contracts before that. We did have an escalator clause 
in the GE contract when we first organized that situation, and it was 
actually in the practice of the company, with a company union there, 
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and one of our first efforts was to eliminate it. We did eliminate it in t 
in the General Electric Corp. contracts. was 
I want to apply the arithmetic of $60,000,000 signifiance for 3,000,000 of t 
covered by escalator clauses, to point out that if you apply this to } 
15,000,000 workers who are now having their wages significantly deter- dut 
mined by the wage formula of the Wage Stabilization Board, a 1-point me 
difference more or less becomes an item of importance each year in wh 
the wage bill of the organized workers of $300,000,000. cos 
If you want to apply that to all of the workers, and consider its in} 
application to the total wage bill across the board, it is our estimate we 
very roughly that a one point difference more or less in this index wa 
raises the issue of almost $1,000,000,000 or less in the total annual wage ine 
bill. all 
I think it is perfectly clear that the question under these circum- Th 
stances, and I think it was you, Mr. Chairman, asked Mr. Lubin about | 
the possibility of growing pressures, is a very apt one, because under of 
these circumstances changes in the measurement of the cost of living un 
is a dollars-and-cents question determining whether or not employers th 
have to pay more or less wages and the adverse of that, whether or not Cl 
employees receive more or less wages. 19 
To put it in a different way, and I want to make this as sharply as 
I can to underline the significance of the investigation that you have 9. 
so very well undertaken, companies seeking to hold wages down and til 
seeking to increase their profits have a tremendous interest in main- 
taining the lowest possible cost-of-living measure, and the reverse j 
of that of course is that the unions seeking to improve the living P 
standards of their people to maintain the living standards of their “ 
people have a very great stake in this index. It is now just a statisti- t] 
cal theoretical thing that we are talking about here today. “i 
Secondly, in terms of the importance, the cost-of-living measure is ne 
of decisive importance in the social legislation which involves benefits t) 
that are adjusted roughly to changes in the cost of living. For exam- tl 
ple, social-security benefits, minimum-wage provisions, direct assist- 
ance and relief, are all affected decisively by estimates in the changes T 
of living costs, and these people who are the beneficiaries of these types ‘ 
of social legislation are extremely concerned with the whole question ! 
of the measurement of the cost of living. t 
This importance becomes greater as we are in a situation of gen- L 
erally rising costs of living, and as we are in a situation in which | 
existing public policy applies to the practice of governmental freeze } 
of wages. 
So we are discussing an extremely important question. 
Now, the background of this problem as one reflected to you is one 
of almost uninterrupted labor criticism of the BLS Consumers’ Price 


Index. The reason for that is a very basic one to the unions, and it 
just does not come out of the minds of the research directors of the 
unions. ‘The personal experience of every worker tells him that his 
cost of living has risen more than the BLS figure of 84 percent since 
1939, when hamburgers cost 5 cents. In negotiations—at least in 
our union; I think it is typical—we have had invariably experience of 
the rank-and-file members of our union being critical about and ob- 
jecting to the inadequacy of the BLS figures as a measure of what has 
happened to their cost of living; and, on the other hand, I know of 
no situation in our negotiations over 10 years where the employers 
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in the general arguments that go around, on the question of level of 
wages, have objected to the utilization of BLS figures as a measure 
of the cost-of living. 

Now, that has reflected itself, as has been pointed out significantly 
during the wartime, in the unanimous objection of the labor move- 
ment to the BLS cost-of-living index as it was labeled at that time, 
which resulted in their report that charged that it didn’t measure 
cost-of-living increases, and that it involved, to quote them, “serious 
injustices” if it was used for wage adjustments. This report in which 
we participated further stated that the BLS Consumers’ Price Index 
was not even a very good price index, that it was full of errors and 
inadequacies, and that to quote the Meany-Thomas report, 
all of the errors and inadequacies of the BLS index are in the same direction. 
They all understate the price rises which have occurred. 

So far as I know there has been no withdrawal of the major outline 
of criticisms as contained in the Meany-Thomas report issued by the 
united labor movement in 1944. Just a few weeks ago Mr. Kennedy, 
the vice president of the United Mine Workers, sent this letter to Mr. 
Clague, a brief letter, but it is really relevant, and it is dated March 20, 
1951. 
DEAR Mr. CLAGUE: The new series Consumers’ Price Index, published on March 
2, evidences a design to arbitrarily support the ex post facto wage freeze by 
tilting the designed index heavily against American wage earners. 

Mr. Wier. Would you mind being interrupted there? Before we 
get away from that point, among the many witnesses that have been 
here, most of them have referred to the charges that were made at that 
time that you referred to in 1944, and I think it has been agreed by 
the agency that there was some cause for alarm. But all of these wit- 
nesses today say that there has been adjustment made and a closer 
review and a more thorough review of some of the charges leveled at 
that time, and therefore they have remedied some of the causes for 
those charges. I just wondered about that. 

Mr. Nixon. I did not get that impression from listening to Mr. 
Barkin. I thought that he made some very serious and important 
criticisms, and if you will examine them in a parallel way with the 
AFL-CIO report of 1944, you will find, and I would not want to say 
there is no exception to this, but he is repeating in 1951 the list of 
basic criticisms that were made in 1944, 

Mr. Wier. I remember his position, too, and it is only about an 
hour ago. 

Mr. Nixon. I am sure you would. 

Mr. Wier. And I gathered that he was willing to admit, and did, 
I think, to some degree admit that there has been improvement, but 
he did not whitewash it by any means. 

Mr. Nrxon. I should say he did not. 

Mr. Wrer. He did not say it was perfect, and neither did the last 
witness here that you just heard, that these so-called one-sided costs 
have been entirely wiped out. I think the board itself will agree that 
they are not wiped out but I am just trying to point out to you that a 
lot of these witnesses and the board itself has taken the position that 
they have repaired some of those charges. 

Mr. Nrxon. Well, I think as I continue I can spell out in more 
details, but our feeling is about the continuance of most of the short- 


LISCQLararra cw rent ———— Oe Ce ae, eee 



















296 CONSUMERS’ PRICE INDEX 





comings that were mentioned in the 1944 report. 
the reading of Mr. Kennedy’s letter, he says: 


The old BLS index indicated a rise of 14.7 points between January 1950 and 
January 1951, while the new ex post facto index shows a rise of only 13.3 points 
for the same period. May I remind you the BAE shows the index of prices paid 
by farmers affecting their family costs of living rose 22 points during the same 
period. 

During the equally infamous Little Steel wage freeze of World War II we 
experienced the unexplained phenomenon of the BLS revealing an increase of 
23 percent from January 1941 to July of 1944 while the BAE index reflected an 
increase of 48 percent in the farmer’s cost of living during the same period. 
It is unfortunate that the Bureau and the Department of Labor which you head 
should by any device or design attempt to fool the American people about the 
wage earner’s cost of living or permit your department to design and publish 
figures which will gleefully be used by all and sundry in an attempt to impress 
on labor in the un-American wage freeze. Is there any thought that America’s 
wage earners must be anesthetized with a distorted reflection of his living ex- 
penses in order that he may endure the wage freeze which embraces so little 
of anything remotely related to that which is basicafly American? Very truly 
yours. 


Just to complete 


Now, this was issued 2 or 3 weeks ago, and then yesterday and today 
Mr. Barkin of the CIO, as I have already said, made important and 
serious complaints with the index, which, of course, you are well 
acquainted with. 

The other side of this shield of labor criticism is the fact that the 
employers without negotiations have accepted the BLS index, and 
that generally the representatives of the employers coming before this 
committee, most of their close working relations with BLS and its 
business advisors have high praise for the Bureau of Labor Statistics. 

The point I am making is that the criticism has continued and it is 
a long and lengthy criticism which in our judgment has not been satis- 
fied. Most basically it arises from our own memberships’ insistence 
that the figures do not reflect what has happened to them. Conse- 
quently, we undertook several months ago a very thorough study of 
the cost-of-living question, what the merit and the demerit of the 
Consumers’ Price Index, and tried to make our own index that would 
more correctly measure the cost of living. 

Now, before I go into the sections one by one to describe our con- 
clusions, I would like to tell you what our conclusions are. 

First, it is that the cost of living of the average worker since 1939 
has increased 163 percent in contrast to the BLS Consumers’ Price 
Index of the same period of 83 percent. 

Mr. Forsyrue. Pardon me for a moment. When you are making 
these points, would you mind telling us first what you mean by the 
cost of living to the worker ¢ 

Mr. Nixon. Yes: I will be glad to. 

Mr. Forsyrue. I would like for you to define your term because 
you are using it that way. 

Mr. Nixon. Of course. The term—the first thing I want to say 
on this, and it raises sort of a general discussion, that has been re- 
flected here in the distinction between the cost of living and a price 
figure. The first thing I want to say is this. The BLS index, while 
the name was changed, is treated and accepted very generally as a 
measure of the cost of living. 

Mr. Forsyrur. There has not been one witness that appeared here 
that did not recognize it was a measure of price changes only, Mr. 

Nixon. 
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Mr. Nrxon. Well, this happens to be the very next point that I 
wanted to address myself to right here, ex xactly on this point. 

The second conclusion we drew is 

Mr. Forsyrne. What do you mean by the cost of living, that was 
my question. 

Mr. Nixon. We mean by cost of living, the money that is necessary 
to maintain any given standard of living. That is what we mean 
by that. 

Mr. Forsyrner. The standard of living to remain the same over 
a period of time ? 

Mr. Nrxon. Yes, sir. As I will develop, I understand the point 
that you are addressing yourself to, I will discuss in detail the extent 
to which there are changes in the standard of living, involved in any 
such measurement. I will give very close attention to that, because 
Iam closely aware of the point that you are making. 

Our basic estimate is of the money necessary to maintain any given 
standard of living, and the major part of the corrections we urge are 
addressed purely to the questions of changes in the prices. There 
are certain additional changes in the composition of purchases which 
are forced in order to maintain given levels of standard of living. 

An example of that would be the necessity of traveling longer 
distances to go to work. Another example of it might be the necessity 
of buying a ‘house instead of renting it, because of the unavailability 
of rental housing. 

Now, I will develop this in more detail, but the point I want to 
make at once is that out of the 80 points difference between the BLS, 
that 60 to 70 points address themselves purely to the question of price 
change, that the question that you have been emphasizing here is 
important, but it should not be exaggerated to confuse the basic ques- 
tion of the changes and the amount of money that is necessary to 
maintain a given standard of living. 

Mr. Forsyrue. Let me ask you a question to clarify that before 
you go on. You are treating the standard of living as purchasing a 
market basket in 1 year and 10 years later purchasing the same market 
basket with the exception of the things which you say are forced into 
the market basket, because either they cannot be bought or for some 
other reason, and you are saying that your index differs from your 
BLS index to some 60 points in price rises only of the same 
commodities 

Mr. Nixon. Including the increase in taxes as a price rise, including 
it in the 60 percent. 

Now, the second conclusion that we draw, and this is a very serious 
conclusion, it is a fraud on workers and all public-assistance and 
social-security recipients to use the BLS Consumers’ Price Index as a 
cost-of-living measure to determine their income, and we charge that 
the BLS has aided and abetted this fraudulent use of the figures. I 
know I am using a serious statement, sir, but I want to stay with it 
for a moment. 

During the war, there was criticism of the name of the index, and 
the point was made that it is not a cost-of-living index, and the investi- 
gating committee at that time agreed upon that. Asa result of objec- 
tions of labor, the name was changed. The point we make is that 
then they changed the name, but they never changed the use or the 
application of the index. Quite the contrary. They continued in 

83529— 





CANCTTALE PQ’ pPTOT mnre 900 






298 CONSUMERS’ PRICE INDEX 





every way to encourage and develop the use of the index with the 
changed name as a cost-of-living measure. And they themselves refer 
to it as a cost-of-living measure, although they have changed the 
name. 

Mr. Forsyrue. Are you blaming the Bureau for the use to which 
this index is put? 

Mr. Nrxon. I said, very carefully, the fraud is involved in the 
misuse of the figures, and then I said that the BLS has aided and 
abetted this fraudulent use of the figures. I would like to just give 
you an example so you will know what I mean. 

This is an issue of the Department of Labor Bureau of Labor Statis- 
tics, September 1950, labeled “Cost of Living Wage Adjustments in 
Collective Bargaining,” and in this it discusses the application of cost- 
of-living measures and escalator clauses in collective bargaining. In 
it it makes reference to the BLS index as a cost-of-living index, and 
the first section here on page 3 is “Choice of cost-of-living index”; and 
it says although a few agreements do not clearly identify the cost-of- 
living index to be used in adjusting wages, most of them specifically 
designate the Bureau of Labor Statistics Consumers’ Price Index. 

Then they have another section headed “Revision of the cost-of- 
living index,” referring to the revision of the BLS Consumers’ Price 
Index. 

Now, the point T am making is that when they changed the name 
they did not change the application of the index, and they have per- 
mitted and encouraged and in no way discouraged the misapplication 
of this index. 

I recall, for example, in 1944, a discussion with the Secretary of 
Labor at that time, Madam Perkins, where we made this point and 
talked about the fact that it was not a cost-of-living index, and at 
that time Mrs. Perkins agreed it was not a cost-of-living index, and 
we then made the second request, “Will you go up to the fifth floor 
where the War Labor Board is and tell them that your index is not 
a cost-of-living index so it will support us in our opposition to the 
settlement of wages on the basis of this index ?” 

That was not done, and since then it is our opinion that the general 
application of this index which is not a cost-of-living index, and I 
agree entirely with the distinction that you are making here, as a cost- 
of-living index is causing serious damage to the working people and 
to the recipients of various types of relief. 

Comment was made on this in the Journal of Commerce for March 
14, 1951, where they observed this objection that it is not a cost-of- 
living index, and this is a quotation from the Journal of Commerce: 

The BLS gets around this argument rather neatly be calling its index the 
Consumers’ Price Index, but practically everyone continues to call it the cost- 
of-living index. That includes those working in the Bureau. 

The point we make here is that while they can come here and make 
distinctions that are nice and precise in their statistical discussions, 
the actual application of his is as a cost-of-living index, and I know 
of no instance in which the Bureau has, for example, communicated 
with the Wage Stabilization Board and said, “We caution you about 
the use of the BLS index in setting your wage formula, because it is 
not a cost-of-living index.” 

I know of no objection made to the reference, uninterruped refer- 
ence by public officials to this index as a measurement of cost of living, 


CONSUMERS’ PRICE INDEX 












CONSUMERS’ PRICE INDEX 299 


and if you examine the addresses and the statements before congres- 
sional committees of most representatives of the Government, you will 
find invariably reference to this as a cost-of-living index. 

I do not want to continue on this point further, except just to say 
that the point we make here is that it is not a cost- of-livi ing index, and 
it is being misapplied as if it were a cost-of-living index, and the 
BLS is doing nothing to prevent its being used as a cost-of-living 
index, but it 1s actually cooperating and developing this misapplica- 
tion. And this is a very costly misuse of the data to the workers and 
to the social-security receivers, the direct assistance receivers in our 
country. 

Mr. Morton. May I ask a question there? You say that the Bureau 
of Labor Statistics here has aided and abetted a fraud, as I got your 
wording. 

Mr. Nixon. That is right. 

Mr. Morton. Well, now, if Mr. Weir here is engaged in a business, 
and in the manufacture of coffee pots, and I buy one, and I try to make 
some moonshine whisky in it and it poisons me and kills me, I do not 
think it is Mr. Weir’s fault because he made the coffee pot and I 
bought it. I think the Bureau is producing a statistic, and call it 
what you will, but what use we or the public or the Congress or labor 
or management may make of that, I think that your statement is 
pretty farfetched when you say that they have aided and abetted a 
fraud. 

Mr. Nixon. It is a very strong statement, Mr. Morton, and it is a 
very carefully considered statement. I want to be perfectly clear 
on what Iams aying, that the basic fraud is the misuse of these figures, 
and it isa fraud for the WSB to use these as the cost of living, and the 
point is that the BLS goes along with this and cooperates with it. 
This is just one sample of ev idence. 

Mr. Sreep. Are you not insisting then that the BLS ought to be 
the keeper of the public conscience on this thing? 

Mr. Nixon. I would agree with that, Mr. Steed. I would agree 
they ought to be. 

Mr. Sreep. I do not see why you could hold them responsible for 
the actions of the other individuals. 

Mr. Nixon. Perhaps I did not understand your question, then. IL 
think that they have an obligation 

Mr. Streep. If the WSB does not have intelligence enough to read 
the title on the index and know what it says, I do not see how you 
can hold the people in BLS responsible for their lack of judgment 
or intelligence. 

Mr. Nixon. I want to be very clear on this. Our experience is 
that the BLS has used this and developed its use as a cost-of-living 
measure. I just show you this one piece of documentary evidence. 

Mr. Srerp. The only product I have seen is that it says on it it is a 
Consumers’ Price Index. 

Mr. Nrxon. Do you want to look at this, Mr. Steed? There is no 
question about this. 

Mr. Sreep. I think that they make no point that it is not a part 
of the cost-of-living economic factors. 

Mr. Nixon. Just let me read this again to you. It says, “Although 
a few agreements do not clearly identify the cost-of-living index to be 
used in adjusting wages, most of them specifically designate the Bureau 
of Labor Statistics Consumers’ Price Index. 
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They use this as a cost-of-living index, and they refer to it as such. 
They adjust all sorts of data on the basis of it being the cost-of-living 
index. 

Mr. Sreep. They have made no such contention to this committee 
to that effect. 

Mr. Nixon. I think that I said before to you that there is a distinc- 
tion to be made between the precise kind of formulation that may be 
made before this committee, and the encouragement of its use and 
cooperation in its use—— 

Mr. Sreep. They have been very specific in calling our attention to 
the difference between the two items. 

Mr. Nrxon. One way we could settle this question would be that if, 
at least on a monetary basis, would be if the Bureau of Labor Statistics 
were to notify all Government agencies that their index is not a cost- 
of-living index and it does not measure what has happened to the cost 
of living and it should not be used by anyone as if it were a cost-of- 
living index. That isa step that can be taken. 

Mr. Steep. I still do not think that the BLS has any business telling 
anybody, in Government or out of Government, what use they should 
make of this index. 

Mr. Nixon. If that which he is looking at, they have a whole pam- 
phlet based on how to use it and telling people just exactly what to do. 

Mr. Streep. By the same token you can take or leave the statistics 
and you can take or leave any comment they make with it. 

Mr. Nixon. Well, I think that the point of their cooperation and 
failure to make any correction of the misuse of this is something that 
runs to their responsibility. I think they have a responsibility, per- 
haps not someone outside of Government, but to see within the area 
of Government that it is not misused. Even when Mr. Barden sent 
his letter to you setting up this committee, he referred to the index 
as a cost-of-living index. The assumption and acceptance in practice 
of this as the measure of the cost of living is virtually complete, and 
it has not been corrected by the Bureau of Labor Statistics, and as I 
have tried to point out, they have taken no steps against its use in 
that way, and they have in their own discussions talked of it as a cost- 
of-living index, and I understand Mr. Clague, the first day he was 
here, referred to it as a cost-of-living index. That is the practice, 
and that is an important practice, because out of this misuse comes a 
tremendous damage to the income of the people. 

Mr. Wier. Are you in accord with the movement to have the Bureau 
go into the field of establishing a cost-of-living index, a price index for 
the so-called annuity people on social security and on limited pensions ? 
Then we would have more confusion, would we not ? 

Mr. Nixon. I think the first obligation is to clear up this cost of liv- 
ing confusion and misuse. The first thing that is needed is a cost-of- 
living index that actually reflects what happens to workers’ cost of 
living. That isthe mainthing. I do not want to get into a discussion 
of saying do not do something else, but I say that the first thing is to 
put an end to this confusion and misuse of the BLS data. That is the 
first thing, because that is something that is costing workers money 
every week that passes. ‘ 

Mr. Forsyrne. You still have not answered Mr. Weir’s question, 
which was, would you be in favor of putting up a cost-of-living index 
as different from the price index? | 
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Mr. Nixon. Iam sorry, I thought that I did answer it. I think that 
the first thing is to get a cost-of-living index. 

Mr. Wier. He wants to clarify this first index and call that by its 
right name, and that is the answer that I got. And then we can talk 
about the others. 

Mr. Nixon. I think it is more important to have a cost-of-living 
measure than to have any other single index that I know of at the 
moment, at this time. That amounts to my answering directly your 
question, Mr. Weir. I think the BLS should spend its money to make 
sure that they reflect what actually is happening over the years, and 
the months to the increase in the cost of living of the American work- 
ers. I think that they have an obligation to do that, and I think as a 
Labor Department, we have a right to expect it, and because of its vital 
significance, their failure to do so is a very serious thing. 

Mr. Forsyte. Do you think the price index should be dropped, 
then, as useless ? 

Mr. Nixon. Well, the only objection I would have to continuing it 
would be the danger that its misuse would be continued. I certainly 
do not as an economist, I do not have any objection to any particular 
series, I like more series and more statistics, but I would not want 
it to be continued if it means continuation in any degree of this mis- 
use and this confusion. ‘The first thing to clear that up, and I think 
that this is in line with some of the suggestions that Mr. Barkin made, 
would be to have a measure of the cost of living, what is actually hap- 
pening to what it costs workers in money to maintain a given standard 
of living. If we had that, we would use that in our negotiations, and 
we would use it before the Wage Stabilization Board, and we would 
use it in all of our legislative discussions about minimum standards of 
living, when you are talking about a tax exemption, when you are talk- 
ing about the minimum wage law, when you are talking about direct 
assistance. This would be of vital importance to us. 

Mr. Forsyrue. Mr. Nixon, you mentioned using the new index in 
labor negotiations, and I assume in view of all of the comments that 
you have made about this that you did not enter into the contracts 
that you now have using the cost of living with your eyes closed, and 
you knew what you were doing / 

Mr. Nixon. My union does not like escalator clauses, and where we 
have them, we have accepted them without being happy about it at all. 
We oppose it on principle, and I agree with what Mr. Wier said before, 
we are opposed to escalator clauses, and we are opposed to any tying 
of our wages to any kind of a formula, an improved cost of living or 
anything else. We donot want to bargain that way, but, Mr. Forsythe, 
long before you had escalator clauses, the cost of living was an ex- 
tremely important question in negotiations, and you talked about what 
has happened to the cost of living when you argued for wage increase. 
You did not tie your demands to that, but it was part of the argument, 
and we have had a constant anchor on our case before the public and 
in negotiations, because the BLS figures as used as cost-of-living fig- 
ures, have misrepresented what has actually happened to our member- 
ship in terms of what they have to do in order to maintain the standard 
of living. That is the reason why this is so important, and really, sir, 
it is not just a question of the escalator clauses. And now you have a 
General Order No. 6 of the Wage Stabilization Board which spe- 
cifically says, “We set a 10 percent figure on the increase in wages 
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since January of 1950, and that is based on the Bureau of Labor Sta 
tistics Consumers’ Price Index, and it is to be revised on the basis of 
it.” In the arguments in the Board and in the arguments before the 
public, and in the general discussion about this, they utilize the BLS 
consumer index as a cost-of-living measure, because they have no 
alternative, and they have no other measure. We at the present time 
as a union have written to Mr. Taylor and asked for a special session 
of the Wage Stabilization Board to present our objection to the entire 
use of the Bureau of Labor Statistics index as a cost-of-living measure. 
Its use is very widespread, and certainly it is important here that we 
appreciate the realities of the use of this situation, regardless of what 
conclusions we may draw about it. 

Now, the third conclusion I wanted to make, and these are con- 
clusions that I am making in advance of going over the items section 
by section, our analysis in 1951 verifies the judgment of the AFL and 
the CIO report in 1944, that the BLS index even as a price index is 
biased in the direction of understating the actual rise in the cost of 
living. 

At that time what the AFL and CIO report said was that all of the 
errors and inadequacies of the BLS index are in the same direction. 
They all understate the price raises which have occurred. 

Our third conclusion is that this condition generally still holds to be 
true. 

Mr. Forsytue. Let me ask you this. Back to the point that I made 
before, your claim is that even as a price index it 1s some 60 points 
below what it should be as a price index. 

Mr. Nixon. That is right, and that includes our tax inclusion in the 
index. 

Mr. Forsyrue. I understand that. 

Mr. Nrxon. Yes, sir; that is right. 

Now, Mr. Chairman, if you will, I would like to summarize under 
the major headings of the index the analysis we have made of the 
Bureau of Labor Statistics index, and the basis upon which we have 
constructed our own estimate. 

I would like to deal with the most important section of food, which 
comprises 3314 percent of the index. That is in terms of weight. 

Now, we object to the BLS index and say it understates the develop- 
ment in food costs in this fashion. The BLS shows an increase since 
1939 of 233 or an index of 233 and an increase of 133. Our index shows 
for the same period an index of 290. 

Mr. Wier. Is this your index over here on the chart? 

Mr. Nixon. This chart here shows a bar diagram, and it shows the 
BLS and the UE conclusions for the various groups within the index. 
This shows the over-all trend, this chart shows the over-all trend of 
our index and the BLS index since 1939. 

Mr. Werr. There is the differential that you charge? 

Mr. Nixon. That is correct. 

Mr. Wier. And here it is by group, and what I am now talking 
about is the direct question of the food index. 

Mr. Nrxon. Now, our first statement about the shortcomings of the 
BLS food index is that there are foods excluded from the BLS index 
which have increased in price, foods which are consumed importantly 
by workers which have increased in price more than the foods which 
are included in the index. Perhaps I ought to say at this point that 
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as one of the other witnesses pointed out to you, making of an index 
involves thousands of separate decisions, that is thousands of separate 
decisions. Practically all of these decisions have an element of sub- 
jectivity about them, and they are evaluation decisions and it is not 
like in a physical science where you can say that this is it exactly. 

We have tried to go through some of these decisions, and to see or 
tear out the bias and see if there is bias, because the way you get a 
difference as it is here in large part is that as the AFL-CIO report said 
in 1944, all of their errors and their little differences and their little 
changes and mistakes are in one direction. And it is not a situation 
where they cancel out and you have a kind of a net balance when you 
get through. Our evaluation has indicated very clearly that these 
errors and these subjective choices are in the direction almost exclu- 
sively of dampening the actual increase in the cost of living. 

For example, the index includes the relatively expensive items of 
prime rib roast and round steak, and it does not include beef liver and 
plate and navel. It just excludes them. The BLS index includes 
pork chops but it does not include pork loins, and the ones that they 
exclude have a higher rate of increase than the foods that they include. 

Another example to try to give you an idea of what is involved in 
this, milk is an item which has not increased in price as much 

Mr. Mier. I do not want to run over this one, but I remember very 
vividly on the chart the index pointed out here in their breaking down 
of the meat chart that they had pork chops and pork loins, two very 
closely related price products and related commodity products because 
when there is a shortage of one, there is a shortage of the other, and 
when one goes up and when one goes down, the other goes down be- 
cause they are all a piece of the same meat. 

Mr. Nrxon. We checked the prices on this and our conclusion is 
that the more expensive foods, and in this case the more expensive cut 
of the meat, goes up in price less. 

Mr. Wier. If you would let me finish there a moment, I would have 
told you the reason that you probably have missed that. They have 
discovered over a long period of time, if I recollect correctly, that they 
do not always set the price on the loin because whatever the pork chop 
does, the loin does, and so for matters of cost and so forth, they are 
actually sold upon the quotation of the pork chop as the same quotation 
for the pork loin, and so they have not made the breakdown on the 
loin. 

Is that correct, Mr. Chairman? Do you remember that ? 

Mr. Steep. Well, they called that their familiar pattern of trends 
of specific items of food, and where they had a number of items that 
followed the same trend in price changes upward or downward, they 
grouped them together, and they would actually price one and estimate 
the others that were related. 

Mr. Nixon. What you are saying helps me to clarify my point. 
My point is that that is not so. My point is that what they have 
included from our investigation, and we have the figures before you 
and the material before you 

Mr. Wier. You are not going to let me win one argument here, 
are you? 

Mr. Nrxon. I do not think that I am arguing with you, Mr. Wier. 
This is on page 3 in the supplement. 
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For example, we checked the price in the New York Department 
of Markets on prime rib roasts, and the index is 274, and round steak 
is 303, and now two of the excluded items, beef liver went up 356, 
and plate and navel went up 331, and the same index, pork chops 
went up 239 and pork loins went up 250. 

Mr. Forsyrur. That is the New York market that ‘you are talking 
about ¢ 

Mr. Nixon. Yes, sir. 

Mr. Forsyrue. Solely? 

Mr. Nrxon. Yes, sir. 

Mr. Forsyrne. As against the Bureau's checking on a Nation-wide 
basis in some 34 cities? 

Mr. Nixon. I do not know that they checked these excluded items. 

Mr. Forsyrue. They testified that when they linked things to- 
gether in families, they made periodic checks to be sure that those 
things were correct. 

Mr. Nrxon. On excluded items? 

Mr. Forsyrue. Yes, on excluded items. 

Mr. Spero. The point is that we were limited in our ability to check 
some of the BLS figures by the availability of the data, you see, and 
the New York market we found was a source of such information 
independent of the BLS and for that reason we used it to check the 
excluded items. 

Mr. Forsyrue. But you are making a fairly serious criticism and 
it is no excuse to say that you did not have much information avail- 
able to base your criticism on. 

Mr. Nrxon. Probably they checked on New York and we checked 
on New York, and we find that the items they excluded are going up 
higher in price than the items that they included, and that the asso- 
ciation of items here because they priced the higher priced goods 
and not the lower priced goods, disguises a higher increase in the 
items that workers buy. I think it is a generally recognized fact that 
the higher priced cuts of meat do not go up as fast as the lower or 
more expensive cuts of meat. 

Mr. Wier. I have another question. I am not quarreling, and they 
did not quarrel with the fact that there is a differential in price be- 
tween a loin and a pork chop. 

Mr. Nixon. That is right. 

Mr. Wier. But they said that the relative change applies itself to 
both the loin and the pork chop, whether there is $1 worth or difference 
or not. 

Mr. Nrxon. I understand that, Mr. Wier. 

Mr. Wrer. And one follows the other. 

Mr. Nixon. And we are contending that that is not so, that the 
price rise in the lower cats of meat which are excluded in this in- 
stance are greater proportionately, and the percentage rise is greater 
than in the items which they included. 

Mr. Streep. I think right here it would help me if you would give 
me an idea of how extensive the data that you have used in your com- 
putations. Is it solely from the New York market ? 

Mr. Nrxon. Oh, no; that will develop as we go through. 

Mr. Forsyrue. On this issue, the one that you are talking about? 

Mr. Nixon. Let me make it clear. We are comparing what the BLS 
figures are for New York city with what the market figures are for 
New York city. 
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Mr. Wier. This is confined strictly to New York City? 

Mr. Nrxon. We looked at New York City and we said, “How does 
the BLS measure on these items fit in New York City,” and we are not 
just comparing just New York City figures with the over-all figures 
on the BLS. 

For example, from February of 1950 to February of 1951, its ex- 
cluded items, round steak, went up 21 percent, and plate and navel 
excluded went up 30 percent, and calves liver went up 10 percent, and 
beef liver, the cheaper item, went up 19 percent. Pork chops did 
not go up at all and pork loins went up 10 percent. That is the point 
we are making, at this particular instance here. 

Now, I think that I had better say something about this discussion, 
particularly the pertinent remarks Mr. Forsythe made, that some of 
the limitations of our study do not justify strong conclusions. We are 
not in a situation of saying everything is perfect in what we have done. 
We are not in a position obviously in a single unit to have perfection in 
this tremendous type of study. I think that the consensus from the 
total information will be overwhelming. We are happy to test and 
check, and we are in the process of doing that ourselves on every 
item here, but that you will find very little to quarrel with in terms 
of fact in the over-all data that we have to present. 

Mr. Wier. In other words, what you are doing here is an individual 
unit, doing exactly the same thing that you meet in your local unit in 
the field. 

Mr. Nixon. That is right. 

Mr. Wier. The individual in that union just cannot reconcile him- 
self to the cost of living that he stands, so he says to you that this is 
all wrong, and this is what I have had to pay. So as an individual you 
represent that same viewpoint here. 

Mr. Nixon. That is right, and now I am in the process of doing two 
things. I want to examine what we have considered to be the defi- 
ciencies in the BLS measurement of food increases, and show you how 
we checked it on some very reliable data, and the results that we got. 

Mr. Srero. There is one more point that I would like to bring up. 
We have been aware of our limitations and we have been trying to 
overcome them and we are now in the process of making newspaper 
checks in a number of larger cities of the prices of advertised foods 
as indicated in these newspaper ads between 1939 and the present time, 
and the prices of the BLS, and we are in the process of doing that and 
we expect to have it finished in the next week or two. We will be glad 
to supplement it as supplementary evidence. 

Mr. Wier. Let me ask you, have you got faith enough to believe 
that the price you see in the newspaper on a ham is a reliable price? 

Mr. Spero. Well, of course, the A & P advertises foods and its 
reputation depends upon being able to supply them. I cannot con- 
ceive of the A & P or some other chain store remaining in business 
if it advertised foods and you could not get them at the prices charged. 

Mr. Wier. Evidently you do not do shopping. 

Mr. Spero. I do some. 

Mr. Nixon. I wanted to give another example. This is an example 
of what we consider to be overweighting of a slow increase item in 
the index. This has to do with fresh milk, which we are all for, and 
we want our people to have more milk, and there is no question about 
that. But if you give an exaggerated weight to an item which in- 
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creases slowly, then you introduce a dampening figure on the rise in 
the cost of living. 

Now, on the question of fluid milk, the weight given fresh milk, 
and the weight given is 11.5, on the basis of the sample that BLS 
originally studied, their indication was that only 9.5 percent of home- 
consumed food expenditures were on milk. The Negro families in 
the same sample spent only 5.2 percent of their food dollar on milk. 
It is our impression that the BLS has over-stated the proportion 
of the budget of workers that is spent on milk and that in so doing 
they dampen the actual rise in the cost of food. 

During the period 1939 to 1950, according to the BLS, the retail 
price of fresh milk increased 83 percent. The BLS foods index 
increased in that period 124 percent. If you were to adjust the pro- 
portion of weight for milk to what we think is correct for the median 
income family, in 1949 he got $2,700, our impression is you would 
have to cut that weight down to approximately half of the 11.5, and 
that that would be a true reflection of what is actually spent pro- 
portionately by workers on milk. If that is done, and you introduce 
that change in the weight to the extent that I have indicated, correc- 
tion of this one item could add one point to the over-all Consumers’ 
Price Index. If you remember that this means $60,000,000 for the 
escalator-clause people, and for organized workers under the freeze, 
$300,0000,000 for them, you can see the implications of biases of this 
character. 

Mr. Morron. Is that milk or all dairy products? 

Mr. Nixon. Just milk. 

Mr. Morron. Just milk for the BLS. 

Mr. Nixon. That is right. That is on page 4 of the food index. 

Mr. Forsyrue. How did they arrive at this figure that is so high? 

Mr. Nrxon. Well, I suppose you better ask them, because we do 
not have full information on it. It was based on their 1934-1936 
family base, which as you can see in the information we have brought 
before you was not a representation of what the actual average in- 
come was of workers. 

Mr. Forsyrue. That is another point, and you will get into that I 
assume later. 

Mr. Nixon. It is relevant to this. 

Mr. Forsyrne. I wanted to get to this one criticism. Did you ask 
the BLS to tell you how they found that, and how they determined 
that? 

Mr. Nixon. Well, we did not ask BLS particularly on a lot of these 
things, although we got all of the information I think we could from 
BLS. 

Mr. Forsytur. Did they refuse you any information ? 

Mr. Nrxon. Well, we did not get information beyond their published 
material that they made available, and that we had. 

Mr. Forsyrne. You did not check with them to ask them to identify 
that? 

Mr. Nixon. You will find that that is true throughout this entire 
study, that if we had tried to check each item with the BLS beyond 
what they put out, and make available to the public, we would have 
bad considerable difficulty. 

Mr, Forsyte. Well, it seems to me in view of the seriousness of 
your criticism that would have been the first thing you would have 
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done. If you thought that they were wrong, you would have taken it 
up to ask them why they had not done something about it. 

Mr. Nixon. We are not quite as patient as Mr. Barkin has been in 
our relationships and perhaps our relationships with BLS are not 
exactly the same as his. I think we would have had considerable difli- 
culty in getting much more information than we were able to receive 
from the BLS on these items. 

Mr. Forsyrue. But you did not try? 

Mr. Nixon. We got all of the information that we could that was 
available to the public. 

Mr. Forsyrue. Did you approach the BLS to ask them to do any- 
thing to help you check these figures ? 

Mr. Nixon. No, they did not check our figures. 

Mr. Forsyrue. Did you ask them to? 

Mr. Nrxon. No, we did not ask them to, and they did not ask us to 
check their figures. 

Mr. Forsyrur. The Meany-Thomas report was checked in the BLS. 

Mr. Nixon. The Meany-Thomas report, there you had a President’s 
Commission that reported on that whole thing. 

Mr. Forsyrue. I am talking about the Meany -Thomas report, itself ; 
that was. 

Mr. Nixon. Ido not remember. I worked on that report, and I know 
we had some relations with BLS, and I could not say whether or not 
they would assume responsibility that they had checked every figure 
in that report or not, and my inclination would be that they h: 1d not. 

Mr. Forsyrur. Will you go ahead, Mr. Nixon? 

Mr. Nixon. The second objec tion we have to the BLS index is that 
it does not take into account upgrading, and in periods of wartime 
and mobilization quality deteriorations. 

Mr. Srero. There is just this point, though, IT would like to make 
there, that in the first place, we have had something of the back- 
ground of relations with the BLS and specially on prices. I was a 
member of the Labor Advisory Committee for a considerable number 
of years, and it has been my experience that you could make recom- 
mendations and point out errors to the BLS, but that would be as 
far as you ever got. Very rarely, if ever, do your recommendations 
ever end up into a published or a finished study. This is true not 
only of myself, but I think Mr. Barkin pointed out at least in the 
CIO’s recent experience, they have had the same relationship with 
the BLS, that what they have recommended has never been approved 
or personally I felt that that sort of complaining was not very satis- 
factory, and perhaps that helped color my attitude toward the BLS 
in checking with the BLS on every figure. 

On the other hand, T would like to point out that we made these 
charges, and we have distributed this report with the hope that we 
would get that chec king and we would get the criticism and we would 
get the basis for revising our estimates if it was necessary to revise 
such estimates. 

Mr. Nrxon. I just want to summarize our criticisms on the food 
index, and then indicate what we did in calculation of our own index. 
I just mentioned that the BLS in our opinion does not take into 
account upgrading and in wartime and probably now a mobilization 
period, the quality deterioration. Also it is our opinion that the BLS 
does not take into account the disappearance of week-end sales. We 
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think it is incorrect to infer that there were not week-end sales, and 
that to a very large extent they have disappeared and this makes a 
substantial difference in the amount of money that has to be spent. 

Now, the way we tried to measure the food costs I think is of sig- 
nificance here. What we did was to take the total measure of what 
the people in the country spent for food from the Department of 
Commerce, and they put out annual data and how much do people 
spend for food—and we divided this by the number of people and 
that gives you an average expenditure per person, and then the De- 
partment of Agriculture publishes annually an index of the amount of 
food consumed, and from these figures we determined the amount of 
money spent each year per unit of food. In other words, we got in 
that way on the basis of what is called a derived index, and it is the 
same device that was used in the Meany-Thomas report, a derived 
index of the total change per unit of cost of food year by year, based 
on Department of Commerce data, and based on Department of Agri- 
culture data. 

This gives us not what we think is a perfect measure because it 
disguises some of the special problems that workers have, and it 
does not reflect that, because it is an over-all national change in the 
cost, but it gives us a general kind of indication of what has happened 
per unit of food that is far different from the BLS data. 

Now, you may ask does this reflect an increase in the consump- 
tion of food or quality of food. In the first place, you will recall that 
this is already broken down into physical units, so this is not a ques- 
tion of increased quantity. As far as increased quality is concerned, 
it is important to recognize that since 1946, there has been a general 
deterioration in the food consumption by the people. Between 1946 
and 1950, the index of per capita food consumption has declined 6 per- 
cent, and people are eating 6 percent less in 1950 than they did in 
1946, and there is a very reliable data showing how this change has 
occurred on different items of the food budget, and how this item has 
changed with regard to the major components of proteins and vita- 
mins. This evidence is very clear in showing that the consumption 
of food in quality has not gotten better since 1946, and it fortifies 
our general conclusion based on the derived index of what the cost per 
unit of food has been over this period as reported by the Department 
of Agriculture and Department of Commerce data. 

Now, you get the distinction, instead of going to price different 
items at the store, and instead of having this constant interchange 
in the market basket introducing new items and pulling out others, 
and all of these questions of specifications, it is possible, and that is 
what we have done, is to take the whole country and find out how the 
cost of food per unit has changed year by year on the basis of the 
reliable data of the Department of Commerce about the total food 
expenditures and the data of the Department of Agriculture about 
the physical volume of food. 

On that basis, we have derived our measure of the change in the cost 
of food per unit. Our index shows an increase of 190 since 1939 in 
contrast to the BLS change of 133. 

Mr. Forsyrue. Does that Commerce figure include only food ? 

Mr. Nrxon. Yes, sir. 

Mr. Forsytue. It is only food? 

Mr. Nrxon. Surely. 
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Mr. Forsyrne. My understanding was that their figures on that 
included sales in all chain stores which might sell paper napkins, 
brooms, cleaning supplies, and I believe the Mitchell Committee 
pointed that out. 

Mr. Nixon. I do not know whether you have got to quarrel with 
the Department of Commerce or not. They called it food purchased 
for off-premises consumption, and I do not know whether there are 
brooms in that or not, but I certainly would not describe it in that 
fashion. ‘This is a survey of current business for July of 1950. It is 
page 24. And the major item is food, and tobacco, and the first item 
which is what we used, the subitem food purchased for off-premise 
consumption. 

Mr. Mcrron. I am a little confused there, and this is involved for 
me, anyway. When you say the unit has gone down, you mean the 
actual caloric intake, or the actual pounds, or what ? 

Mr. Nixon. The per capita consumption. 

Mr. Morvron. That is apart from value? 

Mr. Nixon. Yes, it is a physical measure. The BAE puts out a 
lot of data on this question, and you will notice on the first page of 
my supplement on the food index, where it lists the change between 
1946 and 1950, for all of the different items, on the products it varies, 
there is meat and eggs, and so on. There is calcium, iron and vitamin 
A,andsoon. That is a straight change in physical volume consumed. 
1 think it actually is reported in grams, the calcium, iron, and vitamin 
A, and so forth. 

Mr. Forsytue. For the record, Mr. Chairman, I would like to state 
that to the best of my knowledge, the Department of Commerce in 
commenting on the same use of statistics in the Meany-Thomas re- 
port, said that those figures could not be used as an index of total civil- 
ian food consumption to obtain an estimate of changes in unit food 
prices because it included sales of things other than food that were 
sold in restaurants and food stores. 

Mr. Nixon. These data are revised since 1944, which is what you are 
referring to, evidently, but of course that is exactly the kind of thing 
that we are anxious to have checked, and which should be subject to 
check; as far as our work is concerned the description of the Depart- 
ment of Commerce is perfectly clear. 

Since you mentioned the Technical Committee Report, I might 
make a point about it. They analyzed the AFL-CIO report on this. 
They pointed out the possibilities, and it is their word of error in the 
union figures, but they were not able to disprove the essential correct- 
ness of the AFL-CIO position and this is what they said. They said, 
“While there are these possibilities of error, it is only fair to say that 
the Agriculture and the Commerce statistics are carefully estimated 
and are as accurate as available data permit. Hence, although the 
derived price index may lack precision, the divergence between in the 
BLS index is too great to be explained alone by error in the former.” 

Now, that was in 1944, and our impression is that there has been 
considerable improvement in the data since that time, and would not 
you agree with that? 

Mr. Waysvur. This was first published in July of 1947 and it was not 
available before that time. This is the revised National Income and 
Gross National Product Data. 
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Mr. Nixon. They had to make the report that I had to make to you. 
I think the Department of Commerce would make a report more favor- 
able to the derived index which we used as our basis for the measure of 
food. 

Mr. Forsyrue. The Technical Committee was the Mitchell commit- 
tee, that you are talking about? 

Mr. Nixon. That is right. 

Mr. Forsyrne. They approved your method of arriving at this, is 
that right? 

Mr. Nixon. I did not mean to imply that. I read you exactly what 
they said about the same method of calculation in the AFL and CIO 
report and I observed that their reservations were about some of the 
limitations of the official data, and I observed that there had been sub- 
stantial improvement in those data since that time, which would 
lead me to conclude that a technical committee would have to make a 
conclusion more favorable to this derived index, because the data upon 
which it is based has been improved by the Government. That is the 
comment I wanted to make. 

Now, the next section I would like to cover is clothing. 

Mr. Sreev. Before we go into that, I would like to get some idea 
about how much more time you think you are going to need. 

Mr. Nixon. I will not take too long, Mr. Steed. I have, I think, 
food in a way takes longer than the other items and I want to talk 
about clothing and housing and transportation and taxes, and then I 
will be finished. 

Mr. Steep. We will reconvene at 2:30. 

(Thereupon at 1:30 p. m., a recess was taken until 2:30 p. m., the 
same day.) 

AFTERNOON SESSION 


The hearing reconvened at 2:30 p. m., upon the expiration of the 
recess. 

Mr. Streep. The committee will be in order. 

Mr. Nixon, we will resume with you where we left off at the recess. 

As I remember, you were just ready to start dealing with the topic of 
clothing. 

Mr. Nixon. Yes, sir. 

I have, Mr. Steed, about three or four main topics that I want to 
summarize. I will do that rapidly because I know you have other 
witnesses waiting, and I do want to complete that. 

Mr. Sreep. I would like to make clear that, of course, we want to 
save all the time we can; but I want you to feel that you have com- 
pleted your point. I do not want to sacrifice any of your facts or your 
views. Weare not in that much of a hurry. 

Mr. Nixon. I appreciate that. That is fine, Mr. Chairman. 

The next general area in which I wanted to describe our thinking on 
the measurement of changes in the cost is clothing. That comprises 
11 percent of the total weight of the BLS index. 

The difference between us and BLS amounts to 8 points. 

The objections we have to the BLS index here are twofold. One 
is that there are shifting samples, shifting content of the market 
basket. You know, this market basket is not really a single market 
basket. There is constant shifting in and out of that market basket 
over the period of years. 
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In this we think there are introduced some biases that are very 
serious. I would just like to mention one by way of illustration 
of the general point I am making. 

There was a category known as jackets. That is comprised of 
wool jackets and leather jackets During the periods we have ana- 
lyzed very carefully, 1939 is 1950, there was a time when wool jackets 
were going up in price very much and leather jackets were not. 

At another time leather jackets were going up and wool jackets 
were not. The practice of the BLS—and this is outlined in great 
detail on page 5 of the clothing supplement—was, as it worked out, 
to remove the type of jacket when its price started to rise significantly 
and to put it back again and take the other one out when the price 
started to fall or was stable. 

This contrast in ‘this particular item with the BAE, who did not 
follow the same practice of pulling in and out leather jackets and 
wool jackets, but instead measured both of them constantly cleat 
through the period that is covered. 

The resulting difference in the jacket item alone is as follows: The 
BAE measure for jackets combined from 1939 to 1950 showed an 
increase of 212 percent. The BLS did not show a consistent index 
for either type of jacket. Its index of jacket prices resulted from 
the inclusion of each type of jacket for partial periods, and their 
result was 161.5 

In effect, the BLS saved over 50 points on its jacket index by in- 
cluding at a given time only that type of jacket heh was going up 
least, or going down most, and thus concealing the over-all movement 
of j: wcket | prices 

Mr. Wier. Right there, would you indicate by that that if the BLS 
is off in these 62 points that you claim they are, would the biggest 
share of it be in clothing, or in food, or rent? 

Mr. Nrxon. I can be specific about that. As TI said, with a difference 
of 80 points—it is summarized, as a matter of fact, at page 7 of the 
statement—a difference of 80 points, the food index difference amounts 
to 19 of the 80 points, while the clothing item, which I am discussing 
now, amounts to 8 of the points. 

Mr. Wier. Did you not just say 80 on the jackets ? 

Mr. Nixon. Just on jackets alone, which is just one item, which 
I am using purely for purposes of illustration. 

Mr. Wier. That is what 1 mean. I am using that as an example. 
If the jacket item was 80 points off and the ge “eral points off were 
8 on clothing, then this must have been a rare exception. 

Mr. Srero. Mr. Wier, here is the BLS index. The percent in- 
crease shown is 98.7 on an index of 198. And here is the clothing 
index. That will be 268. 

There is a greater spread of points, you see, for the individual one 
than shows up for the final index because each item has a different 
weight, and the clothing weight is 11 percent. 

So only 11 percent of the difference between these two shows up 
in the final total difference in the indexes. 

Mr. Nixon. It is a difference in the question of weighting, and the 
only reason for citing this example is that it is illustrative of a prob- 
lem that we see arising in the pulling in and taking out of different 
kinds of items. It is not a constant index; it is not a constant market 
basket. 
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You put something in for a while, then you pull it out, then you 
put in something else. 

Our problem here is that we feel there is a bias in the way that things 
are put in and pulled out, and we use this as an example to illustrate. 

Mr. Wier. That is what I was wondering about. 

Mr. Nixon. We feel also, for example, that the BLS index over- 
weights luxury and semiluxury items that do not increase as much 
as the necessity items. We think they overweighted fur coats, for 
example. We spell out the nis A in which we think that is true. 

Mr. Wier. Does that include mink coats, or is it just plain ones? 

Mr. Nrxon. I do not know if they have any mink coats down in 
the BLS, but they have a little weight for them in the index, I 
gather. 

I just want to illustrate this. The weight of women’s fur coats, 
without fur trim, in the BLS index is 3.8. The weight of women’s 
coats with fur trim is almost equal, 3.7. Yet the census shows us in 
1947—and this is just a check point for us—that ten times as many 
wool coats, without fur trim, were manufactured as with fur trim, 
yet the weight is very closely comparable in the BLS index. 

The significance of that is that the price rise in the plain coats 
proportionately is greater than the rise in the more expensive coats 
with fur trim. 

In addition, we feel that there is an underrepresentation in the BLS 
index of clothing items. 

Now, it is not exactly possible to say precisely what clothing is 
for work and what is not, but we have compared, for example, work 
shirts, woolen leather jackets, sweaters, work shoes, trousers, overalls, 
house dresses, aprons, and canvas gloves. 

Mr. Wier. Getting back to that fur-trimmed coat, I think I know 
factories pretty well, at least. 

Did you ever take a survey of the number of female employees who 
would have fur-trimmed coats in, let us say, a factory that employs, 
in round figures, 1,000 men and women, but mostly men, like General 
Electric or Western Electric ? 

Mr. Nixon. We have not taken a precise survey of that, Mr. Wier. 

Mr. Wrer. Most coats do have a little fur on them, but I mean 
expensive coats. 

Mr. Nrxon. Just a moment, sir. 

The census gives us an idea about this and it reports in 1947 that ten 
times as many coats without fur trim were manufactured, as coats 
with fur trim. 

Mr. Granam. As to the quality of the coat, or the wage bracket in 
which those are sold, that is just on your over-all; is that correct ? 

Mr. Nixon. That is correct, sir. 

Mr. Granam. So you do not know whether a particular wage group 
buys more fur coats, or not. 

Mr. Nixon. The only relevancy of this figure is that it seems to us 
to cast a question upon the giving of the same weight to workers 
with plain wool coats and coats with fur trim. 

I have just listed some items that we thought were work items, on 
which we tried to take a check. We found in the BLS clothing index 

° 4 baw] 
they amounted to 914 percent of the BLS clothing index. 

In the BAE index they amounted to 27 percent. We think the 
larger figure is more representative of what the average worker has 

to spend on work clothes. 
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| know from listening to the previous discussion that you are going 
to have to give some serious attention and make some kind of a rough 
decision about the merits back and forth of this BAE index as far 
as it affects clothing, for example, or food; for the moment, clothing. 

Mr. Wier. You are talking about the agriculture, are you? 

Mr. Nixon. Yes, sir; the Bureau of Agricultural Economics. There 
was some discussion this morning about it. 

It is our opinion that the BAE index is a better reflection of what 
has happened to costs of workers than the BLS index, and we have 
listed special reasons why we believe this to be true. I would like 
to just underline one special point. 

We were able to make a check—it is the way we were trying to check 
ourselves to see if we were on the track, or not—on the basis of census 
figures. 

When you get into census figures you are getting a pretty serious 
reflection of economic facts. We were able to compare for a number 
of items, as well as for an over-all comparison the census figures for 
1947 and the price index which they indicate, which we have derived 
from the Government data using the census as its base, and the BAE 
index and the BLS index. 

I want to see if this is clear. 

We were able to take the census for 1947. derive an index of prices 
for specified items of clothing on the basis of census data, over-all 
census data. The total number that we were able to check covered 
80 percent of the total clothing expenditures in the country. 

Then we were able to check on an over-all basis the census results, 
the BAE results, and the BLS results. We were able to check also 
for some specific items. 

We have nine specific items that were comparable enough to make 
an actual item-by-item check. The result of this check showed, in 
summary, that the BLS figures were way out of line with the census 
data: that the BAE figures were quite comparable to the data indi- 
cated by the Census Bureau. 

I will be a little more specific. On the nine items that we were able 
to check specifically, we found that the BLS index fell below the 
census figure by more than 10 percent in every case, and in 5 of the 
10 cases it fell below the census figure by 20 percent or more. 

The BAE indexes are within 10 percent of the index, the census 
index, in all cases but one, and they fall below the census index in 
five out of the nine cases and are above it in four of the nine cases. 

We submit this to you and to your staff as a serious indication of 
the general reliability of the BAE index of clothing and a serious 
indication of question about the BLS clothing index. 

Mr. Wier. Can you stop right there ¢ 

This was one of the predominant charges that you hurled out here 
now, and you are attempting to prove by your charge that the BLS is 
much further off on the basis of the census than the Department 
of Agriculture. 

Mr. Nixon. Correct. 

Mr. Wier. And as far as the census is concerned. 

What reason or faith do you have to believe that the census is a 
good barometer? Why do you pin so much faith on the census‘ 

Mr. Nixon. The census is. we think, a more complete over-all spot 
measure of what actually costs were for clothing than the periodic 
checks of either BAE or BLS. 
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We had a general census of manufactures taken in 1947. It is 
very extensive business. 

Mr. Wier. Where are those prices gathered? From the consumer, 
or from the manufacturer, or the retailer ? 

Mr. Nrxon. No. Those prices are gathered from the manufac- 
turer. We have described in detail the method we used to create 
the 1947 price index. It is on page 5 of the clothing supplement. 

What we have done is to use the basic data of the index on all 
clothing items and then by use of the margin information. 

Mr. Wier. The mark-up margin / 

Mr. Nixon. Yes, sir. 

Mr. Wier. How do you arrive at that? 

Mr. Nixon. The index based on Census data, while computed on 
wholesale prices, is applicable to retail prices since retail margins 
have remained virtually unchanged. 

Mr. Wier. Wait a minute. Is that your language, or is that the 
manufacturer’s language ? 

Mr. Nixon. That is my language. I am answering your question, 
sir. I want to be precise about it because it has to do with statistical 
procedure that I want to be sure about. 

The National Retail Drygoods Association reports that the average 
gross margin of all department and specialty stores was 36.7 percent 
in 1939 and 36.2 percent in 1947. 

At the same time, sales taxes levied on retail levels have increased. 

It is possible by use of these data and the basic Census data to 
construct, as a rough measure—I am not any more precise than that— 
as a rough measure of the costs of the clothing items on a pretty 
large basis, a much bigger sample, a much bigger basis, than the 
periodical data that are collected either by BAE or BLS. 

We suggest it merely as a check point, that is, of significance on the 
reliability of the two clothing indexes which the Government prepares. 

Mr. Wier. Let us explore that a little further. I think you are 
hitting the very key of your whole thesis here. 

You charge in your findings that the closer tabulation is the Census 
tabulation, according to your figures. 

Secondly, vou find that the agricultural price index comes next. 
Then the BLS is last, being less accurate than the other two. That 
is what you are saying. 

Mr. Nixon. The Census measure, sir, is just a one-shot measure, 
just the one 1947 thing. We use that only asa check. 

Mr. Wier. I have not quite finished. 

If that is true that vou do have some confidence in the Census 
figures, that you can better rely on the Census insofar as your check 
is concerned, you go out and make an individual check and you find 
that in comparison to all of these price costs the Census about sup- 
ports vour findings; is that correct ? 

Mr. Nrxon. It verifies the BAE index, which we, for reasons which 
I already outlined, think is superior. 

Mr. Wier. Next comes what I call the agriculture. 

Mr. Nixon. Yes. 

Mr. Wier. So you accept figures coming from the manufacturers 
on a so-called rough estimate. 

Mr. Nrxon. That is correct. 
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Mr. Wrer. Secondly, you are receptive in the second place to the 
agriculture, who gather their information, as I heard this morning, 
from the retailer m the community in which the Agriculture Depart- 
ment makes its survey. 

Mr. Nixon. Yes. 

Mr. Wier. And the figure that is furthest from yours is the one 
that is gathered by the BLS, which they get from the spot checks 
of consumers. 

Mr. Nixon. Correct. 

Mr. Wirr. To me, that seems to be the reverse of a true and auto- 
matic cen 

Mr. Srero. If I may, I do not think the BLS gets the figures from 
the spot checks of the consumers. I think they get them from the 
stores, too. They go into the stores and check with the storekeeper. 

Mr. Wier. There is no question but what they contact stores. But 
I mean in the main. I think somebody said here yesterday or the 
day before that their spot check is not thorough enough because 
in a city like New York or some place like that they have only 156 
investigators to make a big spot check and contact the consumers 
at their homes for these price items. 

I would be more tempted, in my own first observation here, to rely 
upon a man or woman who is making the purchase, the kind of pur- 
chase he is making, as to the reliability of the cost items or the 
increased cost items, and I would go to the retailer. 

Mr. Nixon. Let me just try to tell you what we did. 

In the first place, as we looked at the BLS index, we had some 
problems and questions as we saw some of these items like the jacket 
adjustment, like the fur-trimmed coat instance, like what we con- 
sider to be the inadequate weighting of work clothes. We have those 
kinds of questions about their index on clothing. 

We feel that the BAE, the agricultural index, avoids this for 
the most part. 

Now, I would agree with you very much, Mr. Wier, that if you 
had just those two things you are kind of put up against it to say 
which actually is the better. 

Fortunately, in this case you have a very significant check point. 
The census is almost a hundred percent coverage measure. It 1s not 
a sample, sir. You do not go out and just get a few samples. 

That is pretty much a hundred percent coverage of the field, and 
there are very important data used by all Government agencies, 

My understanding is it is a benchmark for correction and valida- 
tion and judgment about economic data. 

For instance, the BLS used it to correct its employment hours and 
earnings data, it is my understanding. 

I mean that it is a very solid piece of economic measurement. We 
think it was a significant test to set it up and see how it fit with the 
BLS index and the BAE index. We could not tell when we did this 
what the outcome would be, but the outcome was as I have described, 
with the BLS index way off, as far as this benchmark is concerned, 
and the BAE index very close to the benchmark of the census. 

That is the way it seems to us, and we suggest it to you as a very 
important consideration in your judgment on the measure of the cloth- 
ing index. 
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The next big item I want to cover is the question of housing, which 
amounts to 20 percent in the weight in the over-all index and amounts 
to 12 points of our 80 points’ difference with the BLS. 

Mr. Spero. The weighted base is 12 points. 

Mr. Wier. Is that strictly on rentals, or is that ownership? 

Mr. Spero. No, sir; this is a combination of rentals and ownership. 

What we have done is to put them together in the proper combina- 
tion to measure the cost of housing for working people. 

Mr. Wier. Do you include any cost of maintenance? 

Mr. Seero. Yes, sir; that is included. 

On the rent index first: By and large I say that here the BLS itself 
points out most of the discrepancies in its rent index. The problem 
is that it has not corrected for them. 

Mr. Wier. You might refer to your charts there on the housing, 
refer to the housing item over there. 

Mr. Nixon. Yes, sir. I was just going to do that. 

On housing, our figure ever since the 1939 period is an increase of 
80.7. The BLS index is that the cost of housing to workers has in- 
creased 20.8 since 1939. 

Here, again, on the rent questions we have a very important check 
on the basis of census data. We did not even have to use the census 
data for a basis of calculation. They took and measured exactly 
what the rents were that were being paid. 

Mr. Wier. Is that a national picture now? 

Mr. Nixon. Yes, sir; this is entirely national. 

You have this situation: While census average rents increased by 
64.6 percent—this is rents alone—between April 14 and April 1950, 
the BLS index increased only 18 percent. 

Mr. Granam. What group of people does that include? 

Mr. Nrxon. This includes all nonfarming. 

Mr. Granam. But it is not within a certain industrial group. 

Mr. Nrxon. One of the reasons we are so conservative in this thing 
is because you have the increases across the board for all nonfarm 
families, with no distinction between the housing that is taken by 
workers and the housing that is not taken by workers. 

Mr. Granam. Does that also include some of the employers? 

Mr. Nixon. You bet your life. It includes Park Avenue apart- 
ments. It includes all the rental units. And the increase there in the 
high brackets in rents is much less than the increase in low-rental 
brackets. 

Mr. Vatu. Do you have figures in your statement to prove that ? 

Mr. Spero. It is on page 5 in the footnote, what we have on the 
quartile analysis of the rents. We took the lowest quarters, way down, 
the median, and three-quarters of the way up and compared average 
rents over that period of time. 

Mr. Nixon. Just to summarize it, it is the footnote on page 5, on 
housing. ‘This is based on the census data from April 1940 to April 
1950. 

The lower quartile the rents increased 86 percent ; the upper quartile 
the rents increased 49.6 percent. 

So in response to your query, sir, the fact that this estimate means 
that actually for workers the discrepancy is even greater than the 
census figures show. 

Mr. Grauam. How does that refer back to the 1935-39 ? 
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Mr. Nixon. On the census figures it is possible to use it. The par- 
ticular quartile demonstration 1s not on a 1959 basis. 

Mr. Spero. The census was made in April in certain years, and so 
we were limited in our comparison to those years with the changes 
made by the BLS, shown by the BLS in those same periods, you see. 

Mr. Granam. But you do not refer to the same type of questioning 
as to the rent on that and the value on the 1935-39 base, then, in this 
reference, do you? 

Mr. Nixon. The question of the quality of housing is covered quite 
clearly by us, I think, starting on page 8, housing. ‘We have a major 
section on housing quality. ‘T will not bother to go into that ina 
lot of detail except to say we have reproduced the data here which 
indicates that the general standing stock in the country, housing, is 
not improv ed signific antly in quality since 1940, for working people. 

Mr. Granam. How about 1939? How about from 1935 to 1939 base? 

Mr. Nixon. The same point would hold true, with possibly some 
slight quantitative difference, but not a great one. 

Mr. Wayser. The main point, sir, is ‘that the census is taken every 
10 years. That gives you a very reliable check point, 1950-40. 

For what happened im 1935 you would simply have to interpolate. 

From 1940 to 1950, it happened that there were special housing 
surveys, particularly in 1947. So those give you more frequent check 
points. ‘The more check points you have, the better. 

But you can always compare from one decude to the next what has 
happened. 

Mr. Nixon. For example, on the question of quality, the 1950, cen- 
sus, which was led to report by the Housing and Home Finance 
Agency, points out that the number of nonfarm dwellings without a 
private flush toilet in 1950 was 5,700,000, exactly the same as in 1940, 
The number without private bathing facilities i 1950 was 6,800,000, 
compared with 7,100,000 in 1940. There was that much difference. 

One of the things that we object te—and I think it is only fair to 
say that the BLS itself objects to this in its own index—is related to 
this. They do not take account of this. Their report on their rent 
component says: 

However, no attempt is made to reflect depreciation or, in some cases, appre- 
ciation as a price check. 

Addressing myself now to the general quality of housing: If you 
take 2 percent a year as a depreciation it is not quite as ood a house 
this year as it was last year and over a 10-year period you have a 20- 
percent depreciation. 

Of course, that is not like amortization procedure, that we are fol- 
lowing with regard to defense points, but it is still perhaps not too 

radic: al considering quality to have to keep in mind something like z 
or 3 percent of depreci ation per year for existing standing stock, and 
the BLS just does not figure that at all. 

The BLS makes a second observation, and this is a kind of curious 
position to be in because we are quoting the BLS themselves, and it 
is nothing that they have kept secret. 

In this case they put out a report called Rent Component of the 
Consumers’ Price Index. They make some important points. They 

say that their sample of dw ellings, according to their own report— 
is not limited to any classes of neighborhoods or dwellings assumed to be char- 
acteristic for moderate-income families, as is done for other goods and services, 
because moderate-income families currently live in almost all qualities of housing. 
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We object very strongly to that because we feel that there is an area 
in which working people live, as distinguished from an area in which 
upper-income, upper-middle-income people live, and, as we have al- 
ready made clear, the increases in rents are much higher for the lower- 
paid people than for the high-rent people. 

The BLS index, as they themselves pointed out, completely ignores 
this question and, therefore, unduly weights the rental units occupied 
by higher-paid workers, white-collar workers, professional people, 
and so on, 

Thirdly, the BLS completely or partially fails to measure the in- 
direct rent increases which landlords put over by various devices and 
various tricks. BLS does not measure the differences in rents which 
a family may pay when moving from one city to another. The change 
of forced movement was particularly important in World War II. 

The BLS rent index “is designed to exclude those changes in housing 
costs which occur when families shift from the tenant to the owner 
status.” There has been a good deal of forced shifting from tenant to 
owner status in order to maintain possession of a house to live in. 

Workers have found it necessary, as they have been evicted, to buy 
a house instead of to rent. This is not considered. 

The rent component does not take into account expenditures for re- 
pairs assumed by many tenants in what we call a landlord’s market. 

Finally, BLS does not take into account premiums required by 
landlords when they rent to new tenants. 

The index does not take account of the fact that new rental units are 
not now subject even to formal rent control. 

It is this last point, and this last point alone, that the BLS has 
now corrected for in its new index. It is the one that I think Mr. 
Barkin talked to you about. 

All the rent of the items have not been corrected for. 

Generally, that is the case, as far as the rent picture is concerned. 

We have geared into that the proper application of expenses of 
home ownership in the proper proportion to get our over-all index of 
housing costs, showing a difference between us of an 81 percent rise 
from 1939 to 1951 in the UE index, and a 21 percent rise in contrast 
under the BLS index. 

The next item I want to cover is transportation. Here the weight 
is 8 percent in the BLS index and the number of points of difference 
between us and the BLS is five. 

Mr. Wier. Will you itemize what you term your transportation 
costs # 

Mr. Nixon. Yes, sir. 

Mr. Wier. Is that car and—— 

Mr. Nixon. Yes. We will indicate what it is. 

Mr. Srrro. Old and new automobiles, and the expense of a car, 
expense of running a car, and streetcar fare, and bus fare. 

Mr. Wier. That is what I was wondering about. 

Mr. Nixon. The main reason why we are critical of the transporta- 
tion index is that it omits the prices of used cars, which increased 
much more rapidly than the price of new cars, and which are pur- 
chased much more commonly by workers than are new cars. 

This is a significant omission, which we have been able to correct for. 

Second, the index fails to take into account the increased cost. of 
necessary car operation owing to the increased distance which many 
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workers have to drive to get to work and owing to the increased age 
of most cars on the road and the resulting incre: eased repair costs, 

Third, the index of the BLS fails to take account of the increased 
cost of riding to work on public transportation systems because of 
the increased average distance from home to work and the resulting 
need in many more cases to use interurban bus lines, railroad com- 
mutation, and to pay two or more transit fares to get to work. 

What we do is to take the first two of these factors into account. We 
have not yet been able to devise a means to take the third into account. 
So actually the third criticism that we have of the BLS applies equally 
to ours. 

We just have not solved that problem yet. 

Mr. Streep. Let me ask you this: In a community where a street- 

car and bus rider has a weekly pass that he can buy at a fixed rate, 
do you take into account the fact that this pass can be used for 
other family purposes, other than riding to and from work? 

Mr. Nixon. I do not think that would be reflected in this. It would 
be included in the general expenditure, but there would not be a 
distinction between the possible pleasure use and the general business 
use, 

Mr. Waysur. That would average out, sir. That would also be 
true in 1939. So that it would not make too much difference in the 
trend. 

Mr. Nixon. Just a word on how we took the first two factors into 
account: We were able to reconstruct a price index and—incidentally, 
we think anything we can do the BLS can do better if they want 
to—we were able to reconstruct a price index for used cars and for 
repairs from material that is readily available. 

For used car prices we used the basic material, national average 
of used car prices by year model, issued by the National Automobile 
Dealers Used Car Guide Co. For operating costs we used the De- 
partment of Commerce figures for the average expenditure per car 
for gasoline and oil, parts and repaurs, insurance and licenses. We 
used these in combination to get our total estimate on the automobiles. 

On transit fares we used the American Transit Association data, 
together with the Department of Commerce data, to get the average 
cost figures in that area. 

Mr. Wier. Let me ask you right there: I do not know whether or 
not you have broken this down, but under the membership of your 
three hundred thousand members, [ think it is safe to say that one- 
third of them do not own any kind of car, especially those living in 
the metropolitan areas. They own no car even for pleasure. There 
are a lot of families vet that do not own a ear. 

It is simple in that case to arrive at transportation increase costs, 
whether it is bus or trolley, or interurban, or whatever it is. 

Have you made any breakdown between the worker in, let us say, 
the thirty-five hundred dollar bracket, that has a second-hand car or 
a new car, as against the transportation costs of the worker that does 
not have a car, but depends upon public transportation 4 

When vou get that, then vou get the difference of what the opera- 
tion of a car costs, according to your figures. 

Mr. Spero. We did not work it out in terms of costs per year for 
using the various aspects of transportation, in dollars and cents. We 
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did try to construct an index for used cars, new cars, 

automobile operation, and for transit fares. 

In weighting those four transportation methods, we gave transit 
fares aw eight equal to 40 percent of the total weight. 

In other ‘words, we gave used cars a weight of one, new cars a weight 
of one, automobile operation and maintenance a weight of four, and 
transit fares a weight of four. So that transit fares we figured at 
40 percent of the total operation. 

Mr. Wier. Would you say that the family that has not a car was 
given four points for total transportation costs? Let us say that he 
never drives a car, does not have a car, and, as here in Washington, 
depends entirely upon cab and street car transportation. Do you give 
him four points for that? 

Mr. Spero. We would say that of a total over-all expenditure for 
transportation, 40 percent of that would be transit fares. 

Mr. Wayevr. I think the answer to Mr. Wier’s point is that an index 
necessarily averages people who have cars and who do not have cars. 

But the Commerce Department expenditure data show quite clearly 
that the costs of owning and operating automobiles are way larger 
in the aggregate than the costs of public transportation. 

Mr. Wrer. That is just what I am getting at. For example, in 
Washington here, the workers in W ashington can ride cheaper by 
public transportation than they can by operation of a car, within the 
District. 

Mr. Waysvr. Right. 

But to make the proper allowance for people like those in Washing- 
ton, we give public transportation a weight of 40 percent in this 
transportation group. 

Mr. Wier. That is what I am trying to get at, because what I think 
you are doing is applying this transportation cost primarily to the 
operation of a second-hand car. I can go around to any one of your 
parking lots, at any of your plants, whether it is in the East or 
Middle West, and I can readily visualize the method of transportation 
there and I can readily visualize whether they are driving new cars 
or old cars. 

Of course, that depends entirely upon what you have been able to 
get them under contract, their financial means. "But still in a factory, 
in the Honeywell factory in my city, of which you have heard, I 
would say that out of five thousand there are fifteen hundred that do 
not have a car parked there in their private parking grounds. They 
use public transportation. 

Mr. Spero. That is 30 percent of the total. 

Mr. Nixon. That roughly coincides with the weight we gave to 
public transportation, which was 40 percent, based on the data, the 
expenditures that we had at hand. 

But, that, I think, concludes the major groupings. 

Mr. Wier. Let me ask another question. 

Mr. Nixon. Yes, sir. 

Mr. Wier. What part of the 100 percent does your exhibit here show 
on transportation costs as against the BLS? 

Mr. Nixon. The BLS does not measure used cars at all. 

Mr. Srero. We used approximate BLS weights on the 1939 basis 
for transportation. 
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Mr. Morron. That is about 8 percent, is it / 
Mr. Spero. I believe so. 

Mr. Nixon. Yes; that is 8 percent. I know. 

Mr. Wier. You are not very far off on the total costs even when you 
are eliminating and making zero for second-hand cars. 

Mr. Nixon. Yes. There is a considerable difference there. 

Mr. Srero. Eight percent is the weight in 1939. Of course, there 
were divergencies since then because we have used cars which show a 
greater price index. We count all the expenses of operating the car, 
you see, Whereas the BLS has a fixed sample im 1939 and just counts the 
price index. 

So that at the end of 1950 the differences mount up to what they are 
on this chart. They show 55 percent, and we show 115 percent. 

Mr. Wier. This is the one item in the family basket that I have 
heard the least about, the transportation increase. 

The three items about which I have heard most complaints are the 
food item, the clothing item, and the rent item. 

Mr. Nrxon. Of course, this accounts only for five of the eighty points 
of difference between us and the BLS. You are getting down to the 
smaller sections here. 

But we think it is important, and particularly the failure to measure 
used cars is important to us. I cannot understand it because there 
have been some very difficult calculations, particularly for us, with 
limited resources, in this. 

This was an easy one, the used car measure, and we cannot under- 
stand why, in an index which is supposed to measure the cost of living 
for workers—I realize that is not what they say it does now, but that 
is what it is purported to represent in practice—to not measure used 
‘ars is very difficult for us to understand. It is very clear that prices 
of used cars have increased a good deal more than prices of new cars. 

Mr. Steed, on two or three of these groups the significance is very 
small, the differences are very small, and you have our written data 
on some of these other sections. 

In two of the sections we did not make any changes because we did 
not have the data. 

I just want to conclude by reference to one other very important 
matter, and that is the inclusion of taxes. 

We have included taxes in our measurement of the cost of living. 
That is important. It comprises twenty-seven of the eighty points 
difference between ours and the BLS. 

I do not need to burden this committee with a Jong discussion on 
this. The way we have calculated the volume of the taxes is simply 
based on Government data for a man and his wife and two children. 

On that basis we have created a measure of the changing burden of 
taxes since 1939. 

Mr. Srerp. In that connection, on your chart here with your barred 
diagram, you show no inclusion of taxes in the BLS index and the 
rather large percentage of taxes in yours. 

Mr. Nrxon. Astronomical. 

Mr. Srerep. Your testimony shows that the BLS does include excise 
and sales taxes. Does that mean that this bar you have here is taxes 
other than excise and sales taxes? 

Mr. Nrxon. Yes, sir; this refers to Federal taxes, social security, 
and withholding taxes. 
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We understand the degree to which the other taxes are included. 

They do include those other taxes. 

Mr. Forsyrne. You include social security taxes. 

Does not the individual get that back at a later time? Is not that 
a form of savings rather than a tax, in the sense of something coming 
out which you may or may not get? 

Mr. Nrxon. He is buying a certain amount of security in that sense. 

Mr. Forsyrue. Would it not be just as logical to charge annuity 
insurance to it ? 

Mr. Nixon. He does not have much choice in the matter, Mr. For- 
sythe. It is an expense. It is hard to calculate what it costs a man 
to live. I would not want to quibble whether or not he gets it back, 
but as far as the day-to-day calculation of living costs, it is certainly 
part of living. 

Mr. Wier. If he lives, he will get it back. 

Mr. Nixon. That is right. 

Mr. Morron. Is it not true, though, in wage negotiations, or any- 
thing else, that if you consider take-home pay as opposed to your 
Consumer’s Price Index without these deductions that are at that 
source, the payroll source, you have reached an academic question ? 
You have to put them in as an expense, and you have to consider them 
in bargaining on the basis of gross pay. 

Mr. Nixon. I think I would take the same position Mr. Barkin did 
on that. 

At this particular point you would not be arguing for any given tax 
policy or, as a matter of fact, any given wage policy at this particular 
moment. 

The argument is that if you are giving something out that is going 
to indicate what it is costing a family to live, you cannot exclude the 
item of direct taxes. It is just fantastic not to include it in a measure 
which indicates the amount of money that a man and his family have to 
spend to maintain their living standard. 

Mr. Sreep. Going back, though, to the fact that we now have a 
consumers’ price index as against a cost-of-living index, even though 
you make a good case for taxes in the cost-of-living index, do you still 
insist it would have to be in the Consumers’ Price Index? 

Mr. Nixon. I think I could concede that the Consumers’ Price 
Index, at least on a theoretical and academic basis, would not include 
it. 

But you recall the fact that we feel very strongly about it is that 
this is used and accepted as a cost-of-living index in many, many 
different ways. and is used to measure as a rough measure of what it 
costs families to live. 

Industry has been pretty fortunate. The have been able to create 
almost a universal acceptance of the concept of profits after taxes, 
almost universally that being the way you talk about profits. They 
have succeeded in that. 

We think that it is inconsistent, it is hypocritical for industry to 
always want to talk about profits after taxes and wages before taxes. 

Mr. Morron. If that were the case, Mr. Nixon, I would agree with 
you. But in most bgargaining that I have been associated with, I 
think the the talk is take-home pay. 

Mr. Nixon. Excluding taxes? I would like to bargain with you, 
Mr. Morton. 
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Mr. Morton. Tsake-home pay. It is withholding of a sort. Ifa 
man is over the 20 percent of the normal tax bracket, then I will grant 
you that point. 

* But, as I get it, those who are taken into this group that they are 
trving to cover with this index, are not over the 20 percent of the 
normal tax bracket, are they ¢ 

Mr. Nixon. No, sir; they are not over that bracket. 

But I think it would be very unusual, Mr. Morton, for bargaining 
to proceed on the basis of wages after taxes. I think it is a good idea, 
but IT do not think it is the practice for bargaining to proceed on the 
basis of wages after taxes. 

Mr. Moron. It isa fixed and known quantity. If it is provided in 
one way or another, it is in everyone’s mind. You know perfectly well 
that the social-security tax is one-half percent and the income tax is 
20, or whatever the point might be. 

Mr. Sprrro. Mr. Morton, I have been in negotiations on occasions 
with some of the major companies in this country, and the information 
they give to us on profits and wages, weekly wages, and what they 
publish in their newspapers, is profits are always after and wages are 
always before. 

Mr. Morron. That is an expense to the company. 

Mr. Nrxon. Tax is an expense to the worker. That is just the point. 

Mr. Granam. They are an expense to the employer also, because 
when you negotiate you negotiate on the basis of the increased cost 
of living; that is, how much after taxes. If taxes go up, you ask for 
higher wages, and that has to come somewhere out of the earnings 
of the employer. 

Mr. Wier. I think the difference between Nixon and Morton is 
this 

Mr. Morron. I do not think there is any. I think we are stretch- 
ing a point here because we both admit it is a known quantity, easily 
ascertained. ‘Tax is certainly part of the cost-of living. 

Mr. Wier. I would just like to say that at one time I went to Louis- 
ville to organize the Ballard Mills. I will say exactly what he said: 





We are concerned primarily with the take-home pay. 

So then we size up what has happened to the workers in the Ballard 
Mills. The Government comes along and puts a 20-percent with- 
holding tax on. 

Now, it is the ambition of every worker to have that tax taken care 
of in his take-home pay. So he has not lost that 20 percent. Now 
the prospects are that we are going to add another 8 percent, or 4 
percent on the income tax. 

As an organizer, I would try to get that out of Morton’s income, 
his profit, as you call it. I would try to get that 3 percent. 

The thing that vou are objecting to is the take-home pay. What 
we want to do is to get a clear-cut income pay, take care of the extra 
costs that have been placed upon us, to take care of the taxes, whether 
it is an increased price list or whatever it is. We want to make up 
that differential that either Government or industry is taking out of 
us. 

What you are objecting to is that because of the formula under 
which you are operating today, with these escalator clauses and the 
trend of Government under the emergency, the BLS does not allow 
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you to use taxes in your argument for the take-home pay. They elim- 
inate that from your item of cost. 

Mr. Srerp. But the fact still is that if the only extra expense the 
worker has was the extra 3 percent and he forced the employer to pay 
it, the worker would have no extra expense ; the employer would have 
it. 

Mr. Wier. That is exactly our objective. 

Mr. Morron. Then you are going to get a price spiral no matter 

what you do. 

Mr. Nrxon. I think the discussion is getting to the question of 
wages, profits, and prices. 

Mr. Morron. I apologize for getting off the track. 

Mr. Nixon. No, sir: you did not. 

Mr. Wier. Take-home pay is the objective. 

Mr. Nrxon. I have just a concluding sentence on this. 

We want a cost-of-living index. We want it to be called the cost- 
of-living index. We want it to be used as a cost-of-living index. We 
do not want any discrepancy between what it is called and what it is 
used for, and we think it should include a measure of all the taxes, 
including Federal and State direct taxes. 

That is our position on this. 

After you have that, then you would have plenty of room to talk 
with management in negotiations. You would have all kinds of argu- 
ments, just as we had now. 

But, in our opinion, you would have it on a more solid basis. 

Mr. Chairman, that concludes the summary of the material that 
we have. 

Mr. Steep. There is just one question I would like to ask. 

I notice on your chart here where you show the difference between 
the trend and your cost-of-living index and the BLS Consumers’ 
Price Index, both starting at the ] point of 100 in 1939 and going on 
through up to beyond 1950, that although there is a continuing widen- 
ing of the gap between the two, that the variation of the lines is very 
much the same. How do you account for that ? 

Did you start on the assumption that the BLS in 1939 was a cost-of- 
living index? Did you arbitrarily accept their figures? Or how did 
both lines happen to converge at that point? 

Mr. Nixon. It happens that both lines go up, both lines have a hump 
here and both lines have a rise here. That is just a reflection of the 
general, over-all trend which both measures in a rough way indicate. 

The significance here is that ours expressed the difference in degree, 
Mr. Steed. This is not a situation here where the BLS Consumers’ 
Price Index is going down and ours is going up. 

It is a question of degree of the trend. 

Mr. Srrep. The point I make is that you seem to agree that in 1939 
you would be at the same point. 

Mr. Nixon. I am afraid I did not understand. We both started 
with 1939 as 100. That was accepted as the base period. We started 
at 1939 at 100, both. That does not mean any acceptance by us of the 
BLS figures, nor does it mean that the BLS accepted our figures 
because it starts in the same place. 

Mr. Streep. My impression is that you tried to do two things. One 
is that you put yourself in the position of insisting on a dilution of the 
Consumers’ Price Index on one hand, but then ‘asked for a cost-of- 
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living index, on the other; which to me is a completely separate thing, 
and that you could gain the objectives you are trying to seek by the 
cost-of-living index without any regard to the Consumers’ Price Index. 

The testimony has indicated to me up to now that they are two 
entirely separate things. 

Mr. Nixon. I am willing to accept that, except I want you to 
remember and consider very seriously the point we make of the actual 
use to which this index is put. I think if you will look into it you 
will find the Secretary of Labor has come up and testified and used 
this index as a cost-of-living index. I think you will find every 
Government official has used this index as a cost-of-living index, and 
probably you will find the cause of that, too. 

Mr. Sreep. I still think the Bureau of Labor Statistics is on solid 
ground in the fact that it has produced a thing it calls a Consumers’ 
Price Index, and if you or I or somebody else wants to try to make 
something else out of it, it is no fault of theirs. 

Mr. Nixon. We have two parts to our argument. One is that it is 
not a good price index. 

Secondly, it is not a cost-of-living index, and it is misused as if it 
were a cost-of-living index. We have tried to make both of those 
points clear. 

Mr. Srrep. Are there any further questions ¢ 

Mr. Wier? 

Mr. Wier. Let us say that they change the title and eliminate all 
reference to the cost of living; what change whould that make in your 
attitude / 

Mr. Nrxon. Then I would expect, to be specific, that the Wage 
Stabilization Board and Mr. Johnston would high tail it down to the 
Department of Labor and say, “Look, we have to have a cost-of-living 
meusure because we are in the midst of a stabilization program. You 
have to give us one.” 

And I presume that other officials would do the same thing. I 
would hope then that you would get a cost-of-living index. I would 
certainly insist upon it. 

Mr. Wrer. Your objective is very plain now. 

Mr. Nixon. To have a cost-of-living index. 

Mr. Wier. You could have saved a lot of time if you had started 
off with that. 

Mr. Nixon. I think I did start off by saying we wanted a cost-of- 
living index. 

Mr. Wier. That is all I have. 

Mr. Streep. Mr. Howell? 

Mr. Howett. Are any of your contracts based on this Consumers’ 
Price Index, or whatever you want to call it ? 

Mr. Nixon. Yes, sir. We have about 50,000 people who are covered 
by escalator clauses, and those escalator clauses are based on the BLS 
Consumers’ Price Index. 

Mr. Howert. Whether you have them tied to that, or not, it is 
bound to creep into the bargaining. 

Mr. Nixon. That is absolutely correct. It was an important factor 
before there were any escalator clauses, and I am sure it has been 
used generally in all bargaining discussions and in the publie debate 
that goes on around every discussion. 
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Mr. Wier. The very first day of World War II, in one form or 
another, yardsticks came into collective bargaining. 

Mr. Howetn. I did not hear all of it. I read a summary of your 
testimony and heard a good part of it, but the main thing is that you 
think it should be more of a cost-of-living index and that you do ques- 
tion the accuracy of it even as a Consumers’ Price Index or an index 
measuring the change in prices of things that moderate income fami- 
lies buy: is that correct ? 

Mr. Nixon. Yes, sir. 

Mr. Howexz. That is all I have, Mr. Chairman. 

Mr. Streep. Mr. Morton. 

Mr. Morron. Do you have a contract with International Harvester? 

Mr. Nixon. Yes. 

Mr. Morton. Does that have an escalator clause in it? 

Mr. Nixon. All of the International Harvester plants under con- 
tract to us have an escalator. 

Mr. Morton. There is a tax down there that they are going to have 
to pay, an occupational tax on everybody that draws his pay. It is a 
1 percent tax. 

Mr. Spero. It is not in here. 

Mr. Nixon. You know, I thought of this just as I was summariz- 
ing this thing. We do not include State income taxes and we do not 
include a payroll tax of any sort. We should have. 

Mr. Wier. You are speaking about buying annuities or buying 
securities, and the reason for the expenditure of taxes, but you do not 
allow any item in there for union initiation fees increasing or dues 
increasing. 

Mr. Nixon. No, sir. 

Mr. Wayper. That tax column, Mr. Wier, is based on the BLS’s 
own monthly release, hours and earnings. They make the computa- 
tion and we put it into our index. 

Mr. Wier. If in my union the dues have gone up from 120 to 150, 
would that be an increase in tax? 

Mr. Forsyrie. That is another one you forgot. 

Mr. Nixon. I would not say we would add that, Mr. Forsythe. 

Mr. Morvon. It seems that Mr. Wier asked a better question than 
I would ever ask. 

Mr. Wier. Well, I hear that from the rank and file. He has not 
mentioned that. 

Mr. Howeiu. Have the UE dues gone up in the last 3 years? 

Mr. Nixon. We increased our dues from $1.50 to $2 at the last con- 
vention. Our dues are now $2. 

Mr. Howe. For all locals? 

Mr. Nixon. Yes, sir. 

Mr. Wier. What did you say they were before? 

Mr. Nixon. They were increased from $1.50 to $2 at our last con- 
vention in September 1950. 

Mr. Wrer. I remember when your initiation was nothing and your 
dues were $1. 

Mr. Nixon. That is when we were first organized; that is right. 
The cost of living has risen. 
Mr. Howeti. Do you have an initiation fee now ? 

Mr. Nixon. Yes. 
Mr. Howetxi. How much is it? 
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Mr. Nixon. Two dollars. 

Mr. Greer. Is that general? 

Mr. Nixon. Yes, sir; that is set by the constitution. 

Mr. Morton. You are in the wrong union. 

Mr. Wier. I am getting twice as much as his members are. 

Mr. Steep. Mr. Forsythe, do you have any questions ? 

Mr. Forsyrue. Just one question, Mr. Chairman. 

Let me preface this by saying I do not want to continue the discus- 
sion by getting into this problem of distribution among the workers 
sampled. However, I have one question. 

On page 23, in your table Census of 1940, Heads of Families, where 
did you get those figures, and just what do you mean? Is that all 
families in the country? Are they urban families, or what ? 

Mr. Spero. It was from a census, I think it was the census of occu- 
pations of 1940, urban and rural nonfarm, I believe, and I believe 
farm laborers; however, excluding farmers. 

Mr. Forsyrue. If you have farm labor included here, is it not 
natural that your unskilled labor would be much higher than a sam- 
pling taken of urban workers in large cities? 

Mr. Spero. As I remember—I wish I had the work sheet here, but 
I do not—including farm laborers, undoubtedly that raises the pro- 
portion of unskilled workers in this sample. 

Mr. Forsyrne. I just wanted to know. 

Mr. Nixon. It would affect the degree of the point, Mr. Forsythe, 
and not the point, in my opinion. 

Mr. Spero. The reason why we included farm laborers, incidentally, 
was that we felt we had an obligation to that section of the working 
population which finds it so hard to unionize and some discrimination 
in the laws protecting their rights, and we thought they should be in 
this comparison. 

Mr. Forsyrue. The fact that they should be in the index is a pretty 
poor excuse to criticize the figures that do not cover it. 

Mr. Srero. My own original point is that even if you took farm 
laborers out, the essential value of this comparison would still be 
there. 

Mr. Forsyte. Iam afraid I do not follow that, but that is all right. 

Mr. Spero. The point is that they would not be so greatly different, 
but there would still be substantial differences in categories between 
white-collar, skilled, semiskilled, and unskilled in the census figures 
and in the BLS figures to make the point that we want to make, and 
that is that the original BLS survey was overweighted in terms of 
the higher paid white-collar and skilled workers. 

Mr. Waysvr. There are only 2.2 million farm workers, Mr. For- 
sythe. So that in the over-all it cannot make too big a difference. 
That is out of 50 million workers. 

Mr. Nrxon. Are they all unskilled ? 

Mr. Waysvur. No, but it shows how small the group is. 

Mr. Srero. It would be distributed amongst some of these items. 
Some are semiskilled, but, as I said, the essential difference would still 
be there. 

Mr. Nixon. If you like, we could send you a revision. 

Mr. Forsyrue. I do not think that would satisfy me completely, 
because it is quite possible the work pattern has changed since 1934, 


1936, and 1942. 
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Mr. Nixon. That can be checked, too. We can use later data. 

Mr. Spero. No. He said between 1934 and 1936 and 1940, the work 
pattern had changed. 

Mr. Sreep. Thank you, gentlemen. 

Mr. Nixon. Thank you very much, sir. 

Mr. Forsyrue. Mr. Chairman, may I suggest we place in the record 
a letter from Mr. Ewan Clague, Commissioner of Labor Statistics, 
addressed to Senator James E. Murray? 

Mr. Sreep. The reporter will include the letter. 

(The letter referred to is as follows :) 


UNITED STATES DEPARTMENT OF LABOR, 
BUREAU OF LABOR STATISTICS, 
Washington, D. C., May 18, 1951. 
The Honorable JAMES E. Murray, 
United States Senate, Washington, D. C. 

My Dear SENATOR Murray: This is in reply to your letter of May 9, request- 
ing my comments on the United Electrical, Radio, and Machine Workers report 
on workers’ cost of living. 

Thank you very much for giving us the opportunity to comment on this report 
on cost of living by the United Electrical, Radio, and Machine Workers of America. 
While we have avoided an open controversy with the union on this subject, we 
are glad to have a chance to refute the many unfounded charges and misstate- 
ments in the report. 

To begin with, we deny categorically and in their entirety the allegations of 
“fraud,” “distortion,” “discrimination,” “manipulation,” and the rest of the 
attempted vilification of the Bureau of Labor Statistics and its staff. I am sure 
you recognize that these tactics are inspired by an attempt to discredit not only 
agreements negotiated by other unions, but indeed the whole program of economic 
mobilization and stabilization. 

The Bureau of Labor Statistics has honest critics, in the ranks of labor and 
management and the professions, who point to what they consider shortcomings 
of our work; we welcome such criticism and try to profit by it. But the attack 
of the United Electrical Workers is not of this kind. It is essentially dishonest 
and disingenuous. We doubt whether even its authors are taken in by it. Neither 
its logic nor its methods stand competent scrutiny. We believe it would be a 
waste of your time and ours if we were to try to point out in detail all of the 
errors of commission and omission in it. We believe, however, that you might 
wish to know of some of the more obvious and important errors. 

First, | think it is necessary to examine the logic of the United Electrical 
Workers’ position. The UE charges “fraud” because (they say) the Consumers’ 
Price Index “is not a cost-of-living index at all, in that it does not even attempt 
to measure changes in the necessary expenses of a worker and his family.’ The 
Consumers’ Price Index, like its counterparts all over the world, is designed to 
measure the effect of price changes on the cost of living of urban workers and 
their families. This is a very important point, particularly in view of the pur- 
poses of which such indexes are commonly used. Most often the situation is like 
this: The employer and the workers (through their union) agree on a stipulated 
scale of wages and then agree further that the workers are to be compensated 
for such changes in price as may dilute the purchasing power of the wage-dollar 
during the life of the contract. Sometimes the agreement provides, in addition, 
that wages are to be correspondingly lowered if there is a fall in prices which 
augments the purchasing power of the dollar. 

This does not mean that contracts containing such clauses are designed to 
“freeze” the workers’ standard of living, as the UE report alleges. It means 
simply that these particular clauses are designed to stabilize the purchasing 
power of the wage dollar by hedging it against changes in prices. Typically such 
contracts also provide other means of recognizing the workers’ right to share 
in the rising standard of living. Inercased basic wages, increased premium pay, 
more holidays and vacations, and welfare benefits are often included in the 

sume contracts. As a particular example, in the General Motors contract, to 
which the UE report refers, in addition to the cost-of-living stabilizing clause 
there were provisions for liberalized pensions and an annual increase of 4 cents 
per hour explicifly in recognition of rising productivity (i. e., the rising standard 
of living) of the country. 


CONSTINIR RS’ PRICK Inner Y 












CONSUMERS’ PRICE INDEX 329 


It should be clearly understood that what are known colloquially as cost-of- 
living indexes in this and other countries, and what is officially known in this 
country as the Consumers’ Price Index, are measures of the effect on the cost of 
living of price change only. The use of such an index in collective agreements 
is for the purpose of protecting the employee and the employer against the 
effects of price fluctuations. 

It would be possible to construct an index which would measure changes from 
iime to time in what workers and their families spend for whatever quantities 
and qualities of goods they buy at various times (i. e., an index of expenditures). 
This could be done by accepted and recognized techniques, avoiding many of 
the errors of the UE index, which has been put together by picking and choosing 
from various sources the figures which will produce the highest index. 

An index of expenditures would have some uses. But it is perfectly obvious 
that such an index will not show whether or not there has been any change in the 
standard of living. That is to say, if you try to compare family expenditures 
with an index which is based on family expenditures, you will have a circuiarity 
of reasoning and arithmetic which can lead only to the conclusion that the stand- 
ard of living has not changed. For example, suppose that from 1939 to 1951 
average expenditures of workers’ families had increased from $1,500 to $3,000, 
partly because of price increases and partly because of increases in the stundard 
of living. An index based on these expenditures, like the UE so-called cost-of- 
living index, would obviously show that the cost of living, thus detined, has 
doubled. These are merely two ways of saying the same thing, and we cannot 
tell anything by comparing the one with the other. This, in fact, is approxi- 
mately what the UE has done, and it has of course come to the conclusion that 
the standard of living has not changed, when in fact it is universally recognized 
and easily demonstrated that the standard of living of United States workers 
has risen very substantially in those 12 years. 

One of the differences between.the UE index and the Bureau's index is par- 
ticularly worthy of note—namely, the inclusion of income taxes as an element 
in the changing cost of living. Whether or not to include such takes is a point 
which has been much debated. It is among those questions up for consideration 
at this time in connection with the comprehensive revision of the index sched- 
uled for completion next year. Meanwhile, the Bureau is maintaining an open 
mind on this question. Let it be noted here simply that the inclusion of the 
increases in income and other personal taxes in the UE index accounts for about 
one-third of the difference between that index and the Consumers’ Price Index. 

Beyon this, the UE has charged that even considered as a price index the BLS 
index is “not even honest” but “manipulated, loaded, and biased.” I have 
already indicated above that we deny categorically these allegations. This 
index has been scrutinized over the years more minutely, we believe, than any 
statistic in the United States. In the 1930's it was examined by the Committee 
on Government Statistics. During World War II it was the subject of two 
exhaustive inquiries by expert commissions and one by a Presidential Committee. 
It is now the subject of a public investigation by the Committee on Educ:tion 
and Labor of the House of Representatives. It has been studied by students 
and scholars the world over. The principles, methods, procedures, and man- 
uals by which it is calculated are open for inspection. Perhaps just because 
it is so widely and well known, it has earned a reputation for being one of the 
best statistics of its kind in the world. Every inquiry has testified to the hon- 
esty and competence of the people who compiled it. 

The index, of course, has its shortcomings, as we who are responsible for it 
know better than anvone else: and these shortcomings are the agenda of our 
continuous porgram to improve it. But we have no apologies for it. We know 
it is honest, and we believe it is a good index for the purposes for which it is 
designed. We will gladly lay our case before any competent and unbiased 
judges. 

I am attaching a statement prepared by my staff which discusses some of the 
major points of the UE report. 

Yours very truly, 
EWAN CLAGUE, 
Commissioner of Labor Statistics. 


(The statement referred to is printed in this record beginning on 
~ 
p. 417.) 
Mr. Hussey. The next witnesses are Mr. Albert Pezzati, executive 
board member member of the International Union of Mine, Mill. and 
Smelter Workers; Mr. Raymond H. Dowd, and Mr. Thomas E. Lane. 
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STATEMENTS OF ALBERT PEZZATI, EXECUTIVE BOARD MEMBER; 
RAYMOND H. DOWD, PRESIDENT, LOCAL 423, TORRINGTON, CONN. ; 
THOMAS G. LANE, PRESIDENT, LOCAL 365, PERTH AMBOY, N. J., 
INTERNATIONAL UNION OF MINE, MILL AND SMELTER WORKERS 


Mr. Sreep. Mr. Pezzati, you may proceed with your statement in 
your own way. 

Mr. Pezzart. I am Albert Pezzati, member of the executive board 
of the International Union of Mine, Mill, and Smelter Workers, an 
organization which has contracts with the major part of the non- 
ferrous metals industry in this country, covering about one hundred 
thousand workers. 

The district which IT represent comprises the Northeastern States. 

We happen to be one of those unions which is fortunate enough not 
to have any escalator clauses in our contracts. It was a matter of 
policy for us to reject such clauses and to prefer to negotiate across- 
the-board wage increases in the light of our own experience with in- 
creases in the cost of living. 

Mr. Wier. Do you have contracts with the Anaconda Copper Co. 
of Montana? 

Mr. Przzatt. Yes, sir. We are the only union with such contracts, 
with the entire Anaconda properties. 

As a result of our not wanting on principle to be tied down to esca- 
lator clauses, we were able last year to negotiate a total of 15 cents 
across the board throughout the industry as a whole, which, I believe, 
isa higher amount than would have been obtained had our wages been 
tied to escalator clauses. 

At the same time, however, we find ourselves in the position of 
being bludgeoned, if I may say so, in negotiations with our employers 
by the Bureau of Labor Statistics Consumers’ Price Index. 

In other words, the employers use the index in order to force down 
our ultimate wage gains and, if possible, they would try to tie us to it. 

But as long as we are able to not be tied, we are not going to be tied. 

But it does represent an added burden to us in negotiations, and 
since the cost of living is the largest single factor today in protecting 
and advancing the living standards of our membership, we are cer- 
tainly interested in two things: One, that the Bureau of Labor Statis- 

tics index not be used improperly as a cost-of-living index, and, sec- 
ondly, that some really accurate cost-of-living index be made available, 
which would accurately reflect the increases in living costs so that 
we would be able better to protect the interests of our members. 

Mr. Wrtrr. Do you have a prepared statement ? 

Mr. Pezzatt. No; we do not. I only intend to make a very few 
remarks of this nature. I am not an economist, and I am not pre- 
pared to speak on the technical aspects. 

Mr. Wier. I am just wondering if you people made a survey and 
presented any statements here. 

Mr. Prezzart. We made what I would say is a very cursory survey; 
nothing as elaborate as has been made by others. 

One survey, for example, that we made in New Jersey only recently 
was by shopping around in the main large food stores in such towns 
as Perth Aube, Carteret, Newark, and a few others, where our mem- 
bers are concentrated. It shows that over June of 1946 a family 
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food basket which, according to the BLS figures of that period, cost 
$9.13, would 3 weeks ago cost $16.88, which is an increase of 80 percent. 

And this is a pretty typical family food basket, consisting of items 
which actually comprise those which our members are accustomed to 
eating. 

I may interpolate here that ours is a pretty heavy industry, people 
who work on big furnaces and on rolls, whether it is the smelting and 
refining industry or the brass fabricating industry in Connecticut. 
It is a pretty demanding industry physically, a very heavy one, and 
the heat, of course, in the casting shops and in the smelters and in 
the refineries is pretty intense. 

The result is tha: our people are required, I think, to eat more and 
more of heavier foods than the average person in the population as a 
whole. 

The meat consumption, I think particularly of our membership in 
this tvpe of industry, is greater, or should be greater, and the result 
is that we find that instead of the BLS budget allowance of 3314 
percent, I believe, for food, that our people spend nearer 50 percent 
of their income on food. That is for an average family of a man 
and his wife and a couple of children. 

The items, as I say, in this family food basket are those that com- 
prise the regular food basket of the membership of our union. 

When we find that the BLS shows only a 55-percent increase in the 
cost of food for this same period and for a food basket which com- 
prises many of these same items, then we do not believe that it is a 
fair reflection of what our own people are experiencing. 

Mr. Sreep. Right there may I ask this: As I understand it, this 
50-percent increase that the BLS shows is the national average. 

Were you able to have any surveys more localized, BLS surveys, 
more localized than the national average ? 

Mr. Prezzart. No. Unfortunately, we were not able to get the BLS 
figures, if they have them, for these cities. I am sure they do not 
have them for these cities. 

They do have them for New York Citv. Neither do they have them 
for any Connecticut city. So we are only able to compare it generally. 

Mr. Sreep. I do not know whether the food prices in the area vou 
are talking about would necessarily have gone up more than the 
national average or not. But I think vou would have a better case of 
comparison if you were dealing with more of an area or regional 
factor than the national factor, perhaps. 

Mr. Pezzari. That is true. I agree with that, although I do not 
believe that, on the whole, the food prices in this particular area 
have gone up higher or more sharply than other typical industrial 
areas. 

Perhaps this also is not an accurate comparison, and it certainly 
would not be accepted as a scientific comparison, but, generally speak- 
ing, I think this table I am about to present or refer to does conv ey 
some idea of the picture that exists. 

Taking the newspaper advertisements in Newark, N. J., a fairly 
metropolitan area, for March 1939 and March 1951, the same stores, 
the A & P and other stores like that, the Food Fair, Grand Union, 
and a number of others, the figures of the newspaper advertisements 
show that the percentage increase over March 1939 to March of 1951 
for such items as wheat flour is 421.6 percent. 
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According to the BLS index, that same item only went up 249.7 
percent. 

White bread, according to the advertised prices, went up 243.9 per- 
cent; the BLS index gives it as 189.1 percent. 

In every single item that we took, steak, bacon, butter, eggs. oranges, 
lettuce, prunes, and coffee, all of them are staple in anybody’s diet, 
and not a single one of those items shows a greater percentage in the 
BLS index than in the newspaper ads themselves. 

It may be pointed out, as I believe Mr. Wier did during the last 
testimony, that newspaper ads are not too accurate. But if they were 
too low in the first case, they are also too low in the second case. 

So the comparison ‘3 probably as fair as one could find. 

Mr. Forsyrue. Might I interrupt, Mr. Chairman ? 

Mr. Sreep. Yes. 

Mr. Forsyrne. By going to the newspapers, were you able to price 
the same brands and grades of coffee, and brands and grades of other 
things as you priced in 1939? 

Mr. Przzatit. Yes. There was, for example, Red Circle coffee in 
the A. & P. and the same brand of bread. 

As a matter of fact, we prepared photostatic copies for our own 
use. These are the ads for 1939 in the Newark News, and we have 
the actual newspaper for March of 1951. 

Unfortunately, I am not going to take the time to go into these in 
more detail because we had expected to be on earlier and we have a 
plane reservation out of here at 5:15. So we are not going to be 
able to keep you much longer. 

Mr. Sreep. On behalf of the committee, we regret that we have had 
to make you wait so long. But sometimes the testimony drags out 
longer than we anticipate. 

Mr. Pezzati. I understand, sir. 

But in furtherance of the question, Mr. Forsythe, you will find 
the same items here in the photostatic copies of the ads of the A & P 
and copies I have here from the Newark News of a couple of weeks 
ago. 

I have just a word or two on clothing. 

Again, because ours is a heavy industry and the clothing casualty 
is pretty high, we find that the clothing allowance in the BLS cloth- 
ing index is not sufficient to be a proper measure for our industry, 
at least. We find that where our members buy much fewer dress suits, 
ordinary suits, than the BLS budget would allow, that they do buy 
far more work clothes than the budget seems to allow, and that the 
prices of these two are higher than the over-all index on clothing put 
out by the BLS. 

The BLS clothing index as a whole in March 1951 was 203.1. Our 
own survey in a typical industrial town in Perth Amboy, N. J., 
showed that the increase in work clothes over that same period was 
291.1. This is on the basis of including such items as overalls, dun- 
garees, work shirts, work pants, work shoes, and so on, none of which 
is supplied by the employers. 

Since this comprises a fairly large item in the average worker’s 
budget, we are concerned here, too, about getting a proper and aceu- 
rate reflection of the increase in costs. 

Finally, we have the item of transportation. This has been gone 
into by the last witness and I do not intend to prolong the discussion, 
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except to point out that in a metropolitan area, such as New York and 
New Jersey, the cost of transportation has increased in both direc- 
tions; that is, whether or not the worker uses the public transporta- 
tion systems, or whether he is forced to use, as in many cases, his own 
automobile, which, of course, compels him to pay exorbitant prices 
for used cars. 

But we have an additional problem. We have several hundred 
people who work in Middlesex County, but are forced to live 
in New York City, some 25, 30 miles away. The cost, by car, for 
transportation, since it involves tolls, is an extreme item, and the in- 
crease in public transportation fares, both in New York and New 
Jersey, since he is required to pay both, has gone up much more 
sharply than it would seem to be indicated by the BLS index. 

We have, furthermore, right in the confines of New York City, 
people who have to spend 60 to 80 cents a day today in transportation, 

For example, people who live in Manhattan, but who work in the 
other end of Staten Island, where we have a plant under contract, 
but who are unable to find housing on Staten Island, have had their 
transportation costs go up since the war to such an extent that they 
can barely afford to go to work these days. 

Perhaps these instances are not typical, but they are more and more 
typical, at least since the-end of the war, on account of the housing 
shortage and because of other factors. 

We do not'believe that these are properly taken into consideration 
in formulating a cost-of-living index which would be a real appraisal 
of what it costs workers to live today. 

For that reason, I want to conclude my part of the testimony merely 
by again saying that we hope that the committee will recommend 
that such measures be taken as will provide the Nation, and par- 
ticularly those of us in the labor movement who are primarily con- 
cerned with it, a means of accurately and properly appraising the 
increase in the cost of living today. 

With that, Mr. Chairman, | would like to introduce for some 
remarks, based on their own experience, the gentlemen with me, presi- 
dents of two typical lecal unions of a thousand members or more, 
one from Connecticut and the other from New Jersey. 

First, I will present Mr. Raymond Dowd, from Connecticut. 

Mr. Wier. Before we proceed with Mr. Dowd, let me ask you this: 

You just made the same erroneous remarks, or your intentions are, 
that you want the same thing that Mr. Nixon wants, and that is 
a separate index. You just referred to it as the cost-of-living index, 
as so many do. 

It took me a long while to find this out, too, but what you are dis- 
cussing here today is the price index. As I followed you, without 
any general survey, spot-check by yourself or the committee, you are 
charging here today that the figures, as represented in the price index 
of the BLS, are a long way from what you find in the market. Is 
that it ? 

Mr. Pezzart. That is partly it, sir. 

Mr. Wrer. You are asking this committee to use every endeavor 
to see that the price index is brought up to date and the necessary 
revisions made in it that have been explained here as being doubt- 
ful—let us sav doubtful. We use a charitable word, 
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There is a lot of doubt in your mind as to the veracity of the index 
figures; is that it? 

Mr. Pezzatt. That is certainly it, sir. 

Mr. Wier. That is all. 

Mr. Streep. Mr. Pezzati, as I get it, what you think would be of 
more practical use to us would be a real cost-of-living index, regard- 
less of whether there was a consumer’s price index, or not; is not 
that true / 

Mr. Pezzatt. Yes. I think that would be more valuable. That is 
right. 

Mr. Streep. You pointed out some things here that are typical of 
your particular group of workers, that would not apply over-all to 
workers everywhere. I suppose each industry has its own peculiar- 
ities. There are some things—like having to eat more, and more wear 
and tear on work clothes, and things of that sort—that subject your 
members to some costs that would not be generally incurred by other 
workers. 

My question is: If you had a real national cost-of-living index, 
would it not be that your particular group would still be out of va- 
riance with it to that extent, to the extent that you are already out of 
variance in eating and clothing problems that other workers have ? 

Mr. Prezzati. Yes, sir; that might be so. But we would then, of 
course, assuming that such an index did exist, and that it were an 
accurate reflection of general conditions, we would then be able, based 
on that, to apply our own special missions to perhaps get a little more 
than the next guy. 

Mr. Sreep. That is the point I wanted to make. 

In other words, it would not necessarily follow that you would have 
to have an industrial cost-of-living index, or a regional or area cost- 
of-living index. You think you could work from a national average 
cost-of-living index if it were an item that was sound and authentic; 
is that correct / 

Mr. Przzatt. Yes, sir; I believe so, on the basis of our own experi- 
ence in our own industry and our history of negotiations with our 
industry. 

If I prepared it, I could go into the mining section of our industry 
which, of course, presents other special problems. 

Mr. Srrerep. Do you think that any variation from the national 
average, assuming the national average was sound, could be solved by 
~ach individual group in the light of the particular type of problem 
it had which made it at variance with that national average ? 

Mr. Przzart. I believe so, sir. 

Mr. Howeti. Did you mention what the total membership of your 
union Was now ? 

Mr. Przzatt. The total membership is slightly over 90,000, about 
94,000. But our contracts cover something more than a hundred 
thousand. 

Mr. Wier. How do you account for people that are not members ? 

Mr. Przzart. We do not have union-shop contracts in every case. 

Mr. Steep. All right, you may proceed, Mr. Dowd. 

Mr. Down. I am Raymond Dowd, president of Local 424, Torring- 
ton, Conn. | 

I am not going to take up too much of your time. I am going to 
give you an idea of just what it costs an average man in my home 

town to live. 
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I will give you an idea of what it costs me to live on the wages I 
am earning. 

I happen to be father of nine children. I have one daughter that 
is married, and one girl working and a boy working part time and one 
working part time peddling milk. 

My take-home pay last week was $55.95, take-home pay. 

Of course, there are deductions. The average I made is $59.80. 
But there is $2.85 taken out of that for a surgical benefit, which gives 
a little security if you have to go to the hospital. But still you do 
not have it all. After you get out of the hospital you still have some 
kind of bills to pay. 

Mr. Howeu. That is not a weekly deduction, is it ? 

Mr. Down. That is a monthly deduction. 

Also, the social security, I do not mind paying that, because T am 
going to collect that some day. I do not mind taking out 90 cents or a 
dollar. 

I contribute to the community chest every week. I gladly pay 20 
cents to any community. 

The average people and workers in my plant—I have been in there 
since 1936. I have worked in a foundry. I have been a caster in 
the last war, World War IJ. 1 A orgy a lot of metal in there. 

I made a lot of rings for the Navy and I made a lot of copper dust 
and zine, and I think some day if they would open me up they would 
find a hunk of brass in me. 

I have been through it. And since then I have been taken off the 
job and because of a kind of heart condition, because I worked 
double shift in the last World War to make ends meet. 

And I bought bonds, which all my bonds have gone on account of 
the cost of living. 

Milk at my home is 14 quarts of milk in 2 days. Anybody would 
think the cow stopped off there when you look out on the back door- 
step. 

The grocery bill averaged from $38 to $40 a week. Well, out of that 
$55 I have to pay the grocery man either $38 or $40. TI can’t afford 
to go and buy in any A-& P stores or any of the chain stores. I have 
to buy in an independent store, like a lot of other workers in my 
home town. We have to have security. The chain store doesn’t give 
credit to any workers. The chain store is cash basis. 

So you are always prepared for a rainy day and you figure you 
have to do business at an independent store, which costs you a couple 
of pennies more on different items. 

One of my sons goes to high school. He is graduating next vea 
He works in one of these grocery stores for around $12 a week. Of 
course, he is around every day witha pencil. And he tells me that the 
price of a can of corn today might probably be 18 cents and they drop 
it down tomorrow for 16, Then when it goes up the third day they 
will not raise it back to 18, but to 21 cents. 

And on items like that they are busy changing prices all day long 
in all the stores. 

In Torrington they don’t call it hamburg steaks any more. It was 29 
cents a pound when they used to call it hamburg steak. Today it is 
99 cents a pound. They trim it up with a little green stuff around it, 
and they call it a Salisbury steak, because it is 99 cents. 

I don’t know too much about BLS or the index on it. As I said 
before, I am just an ordinary workingman. I know what the cost of 
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living it. I know how prices have risen since last year. I know 
how they have gone up since 1939. 

I bought a car last year. I paid $200 for that automobile. | 
bought a big Buick. I needed it for my family. That is why I got it 
for $200, a 1936 Buick. 

Today that same car would probably cost me $400, which I wouldn’t 
have been able to buy. In fact, I don’t run the car any more because 
when I bought it gasoline was 19 cents a gallon. Today gasoline, with 
taxes, is 27, 28 cents a gallon in my town. 

Thirty miles away, in the city of Hartford, it is 19 cents a gallon 
because they have been having a gas war for 2 years. But none of 
them are out of business and gas is down to 18 cents. 

I think the cost of living myself has gone up at least anywhere from 
20 to 25 percent ; as we have heard it before, we have no escalator clause 
in any of our contracts. In my local at home we have no escalator 
clause. 

Mr. Steep. When you say between 20 and 25 percent, from what 
date isthat, Mr. Dowd? Is that in the last year? 

Mr. Down. Sure, in the last year. 

I just stated that I am not running my car any more because gaso- 
line went up from 19 to 27 and 28 cents a gallon. 

In the foundry where I work everybody likes a good glass of beer 
when he gets through work, but the price of beer has gone up. The 
price goes up on the escalator, but when it comes back to us, instead 
of getting a 9-ounce glass of beer for 10 cents, you get a 6-ounce glass. 
Every time the price goes up the glass of beer gets smaller. 

There was a time when a workingman could go in and he would be 
satisfied with two nice tall glasses of beer and get out of the tavern 
for 20 cents. 

I don’t drink beer any more. In fact, I can’t afford it. You would 
be satisfied with two beers, but today when you walk in the tavern 
after working in a foundry, in. order to get that quantity of the two 
beers you have to spend a dollar to get the quantity of the two big 
schooners you got for a dime. 

I don’t want to take up any more of your time. I think I have 
covered practically all about my family. 

There is one thing I would like to say, and one thing I hate to say: 
i think we should consider our future citizens in this country. Our 
future citizens are the boys that are growing up, the children that are 
left out on the street. Why are these children left out on the street 
with nobody to take care of them? Because the cost of living is so 
high today that every married woman that has a chance to get a job 
in my home town is out working in a factory to meet the cost of liv- 
ing, working along with her husband. They are not banking any 
money. They are trying to meet the cost of living. And the kids 
ere running wild all over the streets. 

I think that is about all I have to say right now. Thank vou. 

Mr. Wtrr. I would like to ask you a question. You left me in doubt 
here and in a little mystery. 

You get $52 a week. Is that for straight 40 hours? 

Mr. Down. My average earning is 40 hours, $59.80, and my take- 
home pay was $55.95. 

Back in January my average was $59.43, and my take-home pay 
was $57.24. 
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Mr. Wier. Your present take-home pay is $55 now, on the average: 
is that right ¢ 

Mr. Down. There aren't the deductions every week, 

Mr. Wier. [ understand that. 

Mr. Down. The deductions are insurance: one deduction here on 
one pay is $1.20 for insurance. That is paid for by the worker. This 
other deduction is surgical plan, which protects your whole family for 
S2.85 a month. 

Mr. Wier. What is the take-home pay after deductions ? 

Mr. Down. It changes each week. Your average is about $60. 

Mr. Wier. What I wanted to ask you is: Between $52 and $55, what 
do you do with all the other money between buying groc eries and 
the $55 4 

Mr. Down, That is what I wanted to know. My wife is wondering 
where it is all coming from. 

Mr. Wier. You were not talking about rent or clothing. 

That is all. 

Mr. Pezzari. | would like to have Mr. Lane say a few words. 

Mr. Sreep. Will vou identify yourself, Mr. Lane, for the record / 

Mr. Lane. I am Thomas Lane, president of local 365, Perth Am- 
boy. 

When I heard of this’ committee down here, and I heard that I 
might be coming here, I went to my wife and asked her for a weekly 
budget of food that she might need, and what it cost to run our home. 

If I gothrough this, it would take quite a little time. 

Mr. Wier. Do you have children ¢ 

Mr. Lane. I have six children. 

Mr. Wier. It looks like a healthy industry. 

Mr. Przzatt. I want to assure you we do not elect our local presi- 
dents on the basis of the size of their families. 

Mr. Lane. This is based on a weekly basis. It comes out to $38.98 
a week. The cost of housing she has here is gas, 59; electric, $8: 
water, $4: telephone, $4.55; rent, $59.65; taxes, $8.57; coal on an 
average per month, $7.69. 

She has work clothing down here per man per month of three sets 
of work pants and shirts, $7 each; eight pairs of wool socks, 59 cents 
each; two pairs of work shoes, $7 each; four sets of shirts and shorts, 
69 cents each; four long underwear, $2. 39 each. 

Incidentally, this long underwear is worn winter and summer in 
our industry on account of the heat of our furnaces. 

Mr. Howe... That is the yearly total of those items; is that it? 

Mr. Lane. Yes. 

Two work caps, 35 cents each ; four work hankies, $1. 

It adds up to $55.32, and divided by 12 makes it $4.61 per month. 
That is my work clothes. 

The family clothes per month, two pairs of shoes, $5; two pairs of 
shoes repaired, $3.50; three pairs of overalls, $2.98; one pair of over- 
alls, $1.59; two dresses, $2.2! ; one dress, $2.19; eight pairs of socks, 
39 cents each; ; four sets of panties and undershirts, 25 cents each. 

And you can see I don’t have the highest prices here, either. 

Tt amounts to $34.94. 

The average medical expense is $60 a year. 

Transportation is at least $3 a week by car. That is for gas and 
oil and not counting expenses. ‘Tr ansportation I figure $21 a month. 
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The food average per week is $38.98. 

It all balances to: Food, $168.91; housing, $101.26; clothes, $89.55; 
medical, $5 a month; transportation, $21. The total is $335.72. 

I don’t have my pay checks with me, although I saved five of them. 
But I forgot to bring them. But I do have my witholding statement 
of 1950, which is $3,217.77, and for Federal income tax withheld, 90 
cents. Naturally, 1 got it back. But they should have given me : 
percentage with it. 

This is based on yesterday’s prices. These food prices are based on 
yesterday, calling an independent grocery store, our own independent 
grocery store. 

Mr. Howett. Did you get by last year without going into the hole, 
or borrowing money ¢ 

Mr. Lane. No. ; 

Would you like to have me explain something there? 

Before payroll deduction and wages, it was $268.15. That is before 
deductions. 

Mr. Howreti. How much per month? 

Mr. Lane. My total expense was $335.72 per month. 

M. Howey. That is this year, and that earning was last vear. 

Mr. Lane. Yes. But the earning isthe same. It is the same wage. 
I am still working for the same wages that I worked under this one. 

Mr. Wier. When did you get your last increase ? 

Mr. Lane. We got a voluntary increase back in November. 

Mr. Howet.. Last year? 

Mr. Lane. Yes. 

Mr. Howe. How much was it? 

Mr. Lane. Ten cents. 

I got something here through the Perth Amboy evening newspaper 
of September 1939. These are A & P prices: Red Circle Coffee, 2 for 
35; Eight O'clock Coffee, 2 for 29. 

There is not much use in my going through all these prices because 
you can have this list if you want it. 

But to say why [am not covering all this, in 1934, I came to Newark 
to go to work for General Motors. I could not find a place to live 
because [ had children, and they just would not take me in with chil- 
dren. So, I owned a car then, a 1987 Plymouth. I was driving 
around one Sunday and I saw a sign along the road: “Buy your own 
home if vou have $100 cash.” 

Well, I didn’t have $100 cash, but T went anyway. I don’t know 
whether the guy felt sorry for me when he looked at me, or not, but 
he said, “Do you think you can get a hundred dollars cash by Monday 
night ?” 

IT said, “Yes. I can sell my ear.” 

Well, I sold my car for $160. T couldn't get any more than that, 
because I had to have the cash on Monday night. I signed a note for 
the balance. I was supposed to have $485 down. I moved in the 
home and it was taken over by a mortgage company. I paid, T think 
it was for 25 years, under the FHA at $35 .a month. I held that home 
for, [ think, until 1949 or 1948. I found mvself in the hole then and 
having trouble meeting my obligation», and T hit » new idea to change 
my mortgage into the First National Bank in Perth Amboy. So they 
were willing. 
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When I first bought the home, I paid $47.80; and, when I borrowed 
money from the bank to pay off that, I borrowed $5,000. I was that 
much more in the hole to pay off my obligations because the bank would 
not take it over unless I did pay off my other obligation. 

So, I walked free and clear again for a while, and 6 months ago—it 
did not take me so long to get in the hole this time—6 months ago I 
am in the hole again, and I find I am in the same position. 

My insurance man gave me another plan. He told me, “Let us take 
it over.” 

O. K., I borrowed $5,000 again to pay it off free and clear again. 
So far I am still on top. 

But here is what the big part of it is, I think: When I first came 
here to New Jersey, I had four children. The first year my wife 
couldn’t work. The next year she did work, and the next year and 
the next year. That kept me on top for a while. 

So then, when the child came along and she couldn’t work, I went 
behind again. 

Another child came along and I went behind again. That put me 
in a spot where I had to change the mortgage over in order to pay off 
other obligations. 

As it stands now, she has worked. Last year she made $742.50. 
That carried me through: And she has worked some of this year. 
She has worked up until this last month. 

When school is out again and my older daughters can take care of 
my family, she will work again. 

That is about all. We don’t have any time. 

Mr. Pezzatt. I think we will have to conelude our testimony now, 
Mr. Chairman. I want to thank vou for this opportunity. 

I would just like to add the point that the experiences we have had 
described here are pretty typical of those in our industry, which some- 
times leads one to think about the great American standard of living. 
This is a period of great boom and prosperity, but it does not apply 
to the people in the factories. 

From our point of view, we are in a period of a simultaneous de- 
pression and boom. The boom is for those who are like the American 
Smelting & Refining Co., which employs Mr. Lane here, which is 
reporting the highest profits in its history. 

But the depression still exists for those who are working because 
of the tremendous increase in the cost of living, which results in their 
earnings being dissipated completely. 

That has a bearing on this committee to the extent that it should 
serve, I think, as a greater incentive to try to arrive at some more 
accurate measure that can be used to protect the living standards of 
the working people generally. 

Mr. Strep. Do you feel, if you had had an escalator clause like some 
of the others have, that it would have made some difference in the 
hourly earnings in the last few months; that it would have been of any 
material benefit to your members ? 

Mr. Przzatit. We could not have gotten a 10-cent increase across 
the board, as we did last November, if we had negotiated an escalator 
clause. 

All that happened is that we got the 10 cents in before those people 
who are now getting the benefit of whatever increases come from the 
escalator clause. 
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Furthermore, since we did not have the escalator clause, we did not 
have any money taken out of our pockets, either, when the Bureau 
of Labor Statistics index fell off a few points a couple of years ago. 

That is one of the principles we do not like about this: That your 
wages go down as well as go up if that index drops off a couple of 
points. 

Mr. Down. You see, Mr. Chairman, the union that I belong to and 
represent is the highest paid in the town I come from, Torrington, 
which has a popul: ition of about 35,000. It is an industrial town. 
They make bearings, needles, brass goods, and there are manufactur- 
ing companies. 

hey make roller skates, fish bowls, hardware. Our starting wage 
is $1.33 and a half an hour, while the other factories are getting 90 
cents and 75 cents, for a starting wage. 

You can imagine what the ot her on ones are getting. 

Of course, a lot of them have incentives in their plants. 

Mr. Sreep. Thank you, gentlemen, for coming before us and pre- 
senting this testimony. We are sorry you had to wait so long before 
you could be heard. 

Mr. Pezzati. That is quite all right. 

Thank you, Mr. Chairman. 

Mr. Down. Thank you, sir. 

Mr. Lane. Thank you. 

Mr. Streep. That is all for today, and the committee will stand ad- 
journed until 10 o’clock Monday morning. 

(Thereupon, at 4:45 p. m., the hearing recessed, to reconvene at 10) 
a.m. Monday, May 21, 1951). 
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MONDAY MAY 21, 1951 


Hovse or Representatives, 
SUBCOMMITTEE OF THE COMMITTEE ON Epucation AND Lapor, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 429 of 
the House Office Building, Hon. Tom Steed, chairman of the subcom- 
mittee, presiding. 

Present: Representatives Steed, Wier, Howell, Morton, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, general 
counsel; David N. Henderson, assistant general counsel; John O. 
Graham, minority clerk; and Russell C. Derrickson, investigator—all 
of the Committee on Education and Labor. 

Mr. Streep. The subcommittee will be in order. 

The first witness today will be Mr. George W. Taylor, Chairman of 
the Wage Stabilization Board. 

Mr. Taylor, if you want to further identify yourself for the record, 
and also to make comment on any staff members you have with you, you 
may do so, and then you may proceed with your statement. 


STATEMENT OF GEORGE W. TAYLOR, CHAIRMAN OF THE WAGE 
STABILIZATION BOARD; ACCOMPANIED BY J. KEITH MANN, 
ATTORNEY, LEGAL DIVISION, WAGE STABILIZATION BOARD 


Mr. Taytor. My name is George W. Taylor, Chairman of the Wage 
Stabilization Board, having held that position now for about 2 weeks. 
Prior to that time I was professor of industry at the Wharton Schoo! 
of the University of Pennsylvania, and permanent arbitrator under 
numerous labor agreements, having served in that capacity for many 
years, 

My associate with me is Mr. Keith Mann, from the Wage Stabili- 
zation Board. 

I would just like to make a brief statement, Mr. Chairman, about 
the significance of the Consumers’ Price Index of the Bureau of Labor 
Statistics as an effective assistance in the stabilization of industrial 
relations—how it helps in the collective-bargaining process. 

For some time now there has been a tendency toward the establish- 
ment of long-term agreements. In some instances they are as long as 
5 years, as the parties seek to do away with the reopening of clauses 
of the contract that have become rather firmly established as a part of 
their practice. 

No long-term agreements of that sort are possible unless provision 
is made for a review of wages as economic conditions change. Indeed, 
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one might say that at a time when economic conditions are so uncer 
tain a l-year contract is a long-term contract, and parties are loath to 
enter into such an agreement keeping wages firm for as long as 1 year. 

Now, when you are negotiating a contract and want to balance 
industrial-relations stability along with flexibility in the economic 
factors, you have a number of possible approaches. 

For many years the way of handling that matter was to permit a 
general reopening clause, workers reserving the right to strike in the 
event a satisfactory agreement concerning wages was not arrived at 
during the term of the agreement. 

Well, it is quite obvious, if a strike occurs over the wage issue, the 
stability of industrial relations which is sought cannot be achieved. 

One other way of approaching the problem is to allow reopening 
and permit arbitration, provide for arbitration of differences over 
wages, differences which were created over changed economic condi- 
tions since the time the contract was first entered into. 

Perhaps I shouldn’t say it, as one who has done a great deal of arbi- 
trating, but that involves risks, too, and many parties sought ways of 
getting flexibility and avoiding the right to strike during the term of 
the contract and avoiding arbitration. 

The other way of approaching this problem is to tie the wages 
during the period of the agreement to some outside measurement. 

Various measurements have been used in the past to gain this flexi- 
bility while avoiding reopenings with strikes or arbitration. Many 
years ago there were experiments with tving wages to the price of a 
product. As a matter of fact, in the Wage Stabilization Board we 
have a case before us right now where the parties did tie wage rates 
to the price of a product. They could be tied to changing margins 
between total cost of production and sales price, and various measures 
of that sort could be used. 

But because the cost of living so closely determines the real wage 
of the wage earner, there is a growing tendency to relate wage rates 
during the term of an agreement to the Consumers’ Price Index. In 
that particular it has assisted in achieving industrial relations 
stability, so that contracts hold for a while without disruptions. 

For my own view, and speaking as one who has worked in the in- 
dustrial-relations field, I think it is a mistake to look on these so-called 
escalator clauses or the relation of wage rates to the cost of living 
as the determination of a wage policy in perpetuity, because it opera- 
ates during the term of the contract. When the contract expires, peo- 
ple on both sides are free to review the basic wage policies and make a 
wage change on bases other than cost of living, or as they would be 
established by taking cost-of-living changes and other factors into 
account. ; 

It always seems to me that the so-called escalator clauses were a 
form of reopening clauses or, to put it another way, a substitute for a 
reopening clause accompanied by the right to strike or by a provision 
for arbitration. 

I think that there are definite advantages to the escalator clause 
type of reopening, as compared with reopening accompanied by the 
right to strike or by arbitration. 

Of course, when that is done, the Consumers’ Price Index gets to be 
an extremely important tool of industrial relations, and for the pres- 
ervation of industrial peace during the terms of the contracts. Slight 
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changes in that index can have a marked change upon wage-rate 
changes. 

In my experience, when one is negotiating a contract, the status 
of the Consumers’ Price Index is so fine that it is accepted without 
question on both sides. That is invariably the case. It is accepted 
as authoritative. And parties are very ready to relate their economic 
status to that clause. 

In that connection, I think that I might just like to say, for the 
record, that I happen to have been Vice Chairman, and in 1945 
Chairman, of the War Labor Board in World War II. I had some- 
thing to do with the development of the so-called Little Steel formula, 
and, of course, we used the Consumers’ Price Index as a tool for de- 
veloping national policy at that time. Because of the controversy 
which developed over the Little Steel formula, the Consumers’ Price 
Index—it was not called that at the time, if vou will recall—but the 
Consumers’ Price Index was subjected to the most intensive analysis 
by outside experts, and we followed it very closely, because we were 
then charged with the making of national policy. 

I think it is fair to say that no Government index ever got the 
intensive scrutiny that that index received at that time, and if I 
were fortunate enough to be connected with that agency I would be 
very proud, indeed, at the results, which indicated the high profes- 
sional competence of the people who developed that index, and the 
great usefulness of it in the development of national policy. 

So that my remarks really can be summarized as this: Those of us 
who work in collective bargaining, seeking to minimize industrial 
unrest, and to secure the peaceful consummation of labor agreements, 
have come to depend very much upon the Consumers’ Price Index. 
We have found it a tool that could be confidently used, and which 
helps us very much in our quest for industrial stability. 

Mr. Streep. Would this be a fair question, that there are probably 
no other statistical data that could be used in the sense that this index 
is used, from the standpoint of an authoritative Government index / 

Mr. Tayzor. There are other indexes which could be used. I think 
it is fair to say that this is the one that is looked upon more generally 
as the authoritative one, and I think that we should have such an index 
provided by the Government in the process of facilitating collective 
bargaining. There is great danger in the world that collective bar- 
gaining will be supplanted, and has been supplanted in many countries. 
Those of us who believe in collective bargaining feel that the provi- 
sion of assistance, helping the people reconcile their differences, and 
assisting the process of developing a meeting of minds, is surely a 
proper role for a governmental agency. And I do not think any 
other index can have the status of that governmental index for the 
purposes I have indicated. 

Mr. Streep. In your experience, what has been the trend or the speed 
of the trend of using this index in labor negotiations ? 

Mr. Taytor. It is being used increasingly, not just as escalator 
clauses, but I arbitrate quite frequently when there is a dispute over 
the terms of a new contract, and the cost-of-living index, so-called, 
is one of the primary matters that always comes up. I do not believe 
I have been in a single arbitration case over wage terms where that 
Consumers’ Price Index has not been introduced and argued about. 

If I might just add one other point to it, I think that this is im- 
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portant: As relationships mature a little bit, management relations, 
the tendency is toward longer term agreements, so that vou do not 
spend half or three-quarters of a year negotiating a new contrac! 
and getting a new contract in operation. 

It seems to me that as agreements become longer term, which is « 
desirable trend, in my judgment, then the tendency is very decided|\ 
in the direction of using the Consumers’ Price Index to gain the 
flexibility that is desired by both parties. There is a very decided 
trend in the use of it that way. 

Mr. Strep. I gather, also, that even in contracts where the escalator 
clause is not included, it still plays a very important part in the basic 
negotiations. 

Mr. 'Tayxor. It does, Mr. Chairman. And, if I might comment 
on that, it is a question that we had before us at the Wage Stabiliza- 
tion Board in this meat-packing case, where escalator clauses are 
approved. Other folks have a straight reopening clause in their 
contract, and in our judgment, you cannot say escalator clauses oper 
ate for that group of people, and folks who have chosen to gain the 
flexibility by a straight reopening clause are not going to have com- 
parable treatment. Or, to put it another way, they are going to 
have discriminatory treatment. And so, on the straight reopening 
clause under a wage stabilization policy, in my judgment, the Con 
sumers’ Price Index is going to be intensely important. It will be 
intensely important in the development of a national wage stabiliza- 
tion policy. 

Mr. Wier. You have been in the field of mediator-arbitrator, and 
I think you have been, or at least you are now employed by a number 
of unions and management as a grievance man. 

Mr. Taytor. Yes, sir. We have been doing that for a good many 
years. 

Mr. Wrer. If the trend in collective bargaining is going to con- 
tinue as it has in the last 2 or 3 years, using the price index as the 
yardstick in the adjustment of wages from time to time, what, in your 
opinion, is the index, in the relation of an advantage or disadvantage, 
to, let us say, a newly organized union that might be organized down 
South some place, with 300 or 400 employees in an upholstering fac- 
tory, let us say? Up to this time they have been limited to the 
national wage-and-hour schedule. We will say it is a 75-cent mini- 
mum. So they suddenly organize and draw up a contract in which 
they figure that the difference between their present 75 cents per 
hour and what the upholsterers are getting on a national scale, which 
is way over $1 or up to $1.75, is so much. They make a demand for 
35 or 40 cents to try to breach the gap. Is not this trend here, or 
the throwing into the bargaining negotiations the fact that here is 
the trend, and this is a national policy, as you say, and so we will 
have to limit ourselves to the index, the cost-of-living index, and we 
will agree to that increase. 

Now, actually, your Board is limited to the amount of increase 
that they could get, and by this they would be limited to 6.9 or what- 
ever it happens to be. I think 6.9 is the figure thrown out now. 

What is your answer to that? 

Mr. Taytor. May I comment on that? First, in the absence of : 
wage stabilization program, and for the reason you indicated, among 
others, I think that you must look on these escalator clauses as com- 
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parable to the reopening clause during the life of a contract. I do not 
know of any unions or I do not know of any of us who, in the absence 
of an emergency, would say that wage rates should be strictly lim- 
ited to increases in the cost of living. Our whole history has been 
one of an increasing real wage, that is, as the benefits of technological 
advance get distributed about, and the greatness of our standard 
of living has come about as a result of, among other things, paying 
rates increasing faster than the cost of living. That is how real wages 
get improved. 

So that most unions certainly would say that they would not link 
their wage rates to the cost of living in a perpetuity, as that would 
mean a rigidity in standards of living. 

But during the term of a contract, where a contract has been 
consummated taking some of these factors into account which you 
indicated, the union will try to eliminate the differentials between 
plants and between areas. Once a contract is made, for the term 
of that contract, then it permits stability. 

Now, that is in the absence of wage stabilization, and that is why 
it always seemed to me that you get a proper perspective on the esca- 
lator clause by relating it continually to the reopening clause, and 
to get flexibility during the term of an agreement where it is impos- 
sible to make a firm commitment on wages because of the uncertainties 
of the economic conditions. 

With wage stabilization, if there is a linkage of wage rates to 
cost of living, it implies that during the period of an emergency there 
will be no increase in the standard of living. That is a basic policy. 
But that does not mean that you do not have to go into the question 
of relationship between plants, the so-called interplant inequities, 
because at any level you have the problem of the plant on one side 
of the street paying much more than the plant on the other side of 
the street. 

Such differences are a normal part of our wage structure. The 
pressure to narrow gaps of that sort comes along when you have 
an extensive defense program, such as we had, where the company 
which has had trouble paying the standard wage can do it and wants 
to do it, so that there will be these relationship problems, even though 
a national policy relates wage rates to changes in the Consumers’ 
Price Index of that sort. 

Does that go to the point you had in mind, Mr. Wier ? 

Mr. Wier. With one more question, it does. I can readily under- 
stand now, Mr. Taylor, why some of the bigger organizations, like 
the railroad organizations and the United Auto Workers, and some 
more of them, have fallen into line on this escalator clause, and. in 
my opinion, it is not entirely because they cannot justify a further 
increase, but those unions of some length of service have established 
the base rate, which is the important thing to them. 

Now, this new union has no base rate, and so has to use the 75-cent 
base rate, because certainly you cannot establish a base rate beyond 
the 6.9. 

Mr. Taytor. There are a lot of uncertainties about that matter. 
As you know, the Wage Stabilization Board, as presently constituted, 
has a very limited jurisdiction over disputes. If that union you 
are talking about in that company has a dispute with management 
on that point, and wants to have a better base rate than 75 cents 
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an hour, it is not within our jurisdiction; that is, we could not take 
steps in that in the case of a strike. If there is a strike, the matter 
has to run its course, as matters now stand, unless the parties would 
both come to our Wage Stabilization Board and say, “Please arbi- 
trate this question,” and they both would have to agree; or unless 
it would be the opinion of the President that a continuance of that 
strike would substantially interfere with the attainment of our de- 
fense mobilization objectives. ‘Then he might ask us to make a recom- 
mendation about it. 

We have no power whatever to do anything about that kind of a 
dispute that vou refer to. I think that there is a great deal of mis- 
conception about the dispute-settling powers that our Board has. 
The one you referred to is one in which we would have no jurisdiction 
whatever. 

Mr. Wier. But that same upholsterers’ union down South, under the 
terms of the rules and regulations you have set up, in my opinion 
would almost be limited in its demand to get beyond your 10 percent. 

Mr. Taytor. There is a great argument going around about that 
point. As you know, the operation of an escalator clause may give a 
wage increase beyond that 10-percent limitation, and that is a part of 
the present policy. 

Mr. Wier. In other words, let us say we all move right down into 
the South and organize the South, and organize 700 or 800 unions down 
there. We have no opportunity at all, under either this trend or the 
national policy or under stabilization, to bring them up to a compara- 
ble wage. 

Mr. Taytor. The only way that that problem would come before us 
would be if there was a strike, or an agreement without a strike or as 
a result of it, and if it would be over the 10-percent limit; or the parties 
could come to us and say that “We think that there is a gross inequity 
or a hardship entailed in not approving this higher wage. Please 
approve it.” Because in passing the Defense Production Act, the 
Congress stated that a wage stabilization program should operate with 
due regard for elimination of inequities and hardships. 

Now, to date, there has been no policy of defining what is an in- 
equity or a hardship. It might very well be that the parties in that 
case would come to us and say, “Please approve a higher standard,” 
because the maintaining of the standard that you referred to would be 
inequitable and constitute a hardship. If, in the judgment of the 
Board, that would fall in those categories, the Board would have, 
not the power, but the duty to approve a higher figure. But so far 
there has been no general policy worked out on that score. 

Mr. Wier. Let me ask you another question, Mr. Taylor. With all 
ef your experience in these relationships, and what I term very good 
judgment, what is going to happen if Mr. DiSalle wins his battle 
to level off, to say nothing about roll-backs, but if he levels off so that 
the increased cost would come back down to, say, one point or zero 
for a period of time. What is going to happen in the relationship 
between management and labor under this formula or this trend? 

Mr. Tayxor. I think we would have great stability in industrial 
relations with management. I think workers understand that when 
the cost of living goes up and their wage rates just match it, they can- 
not buy any more goods as a result of that wage increase. They are 
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getting enervated dollars, and the muscle has been cut out of the dollar, 
and they understand that. 

It would seem to me—I cannot speak for the unions, but I would 
feel that their attitude would be they would rather have a stability 
of wages and a stability of prices, because, you know, in the absence 
of it, prices go up every day, and wages go up every 6 months or every 
vear, and they lag continually. And I think those escalator clauses 
would be inoperative, and I think that, by and large, we would have 
a degree of stability that it is very difficult to look for at this juncture. 

Mr, Wier. I could answer your question of stability. This Con- 
gress is making stability a very healthy picture for one side of the 
bargaining table, but do you feel that the American worker, if we 
do reach that level of stability that you are talking about, is going 
to be satisfied to remain in the status quo on fringe benefits, pensions, 
security, wages, hours, if he looks at the four big packers and he sees 
those tremendous profits that they are making? Do you think he is 
going to accept that as a picture of stability ¢ 

Mr. Taytor. No; because if we could stabilize price, it entails a 
well-rounded program as respects many phases of it. 

Mr. Wier. That is what you say. 

Mr. Tayrtor. That is what would be entailed in getting this stability 
that I mentioned. 

You know, we had something of this, and I would assume that there 
would not be, and I am not commenting on the profits in any par- 
ticular industry, but if we had stability of price vou would have to 
have a program that profits would not be unreasonable. That is 
implicit, in my judgment, in a stability relationship. 

Could I comment on one other aspect of your point, Mr. Wier? 
During World War II, when there was a pretty good price-stabiliza- 
tion program—I do not mean it was steady or frozen; you never get 
a frozen picture in a time of great movements such as we have now— 
but we broke wages from the cost of living in World War II. That 
was the so-called Little Steel formula, and we held wage rates to 15 per- 
cent on the basic rate. The average increase in wage rates being about 
18 percent, at the same time the cost of living went up much higher. 
sut it was a relative stability there, and the gap was filled by over- 
time operations, and assignment to better jobs, and all of those other 
increments that go into it. 

I think that we could have a relative stability in the wage picture 
if we had relative stability in prices; and I agree with your implica- 
tion that you cannot have relative stability in prices unless there is 
a well-rounded program dealing with the more fundamental fiscal and 
financial aspects of it. 

Mr. Wier. IJ was going to answer that by saying that at the same 
time that you set into motion the Little Steel formula, which per- 
mitted a raise, the steel corporations turned around and asked Con- 
gress on two different occasions for another increase in the cost of 
steel, which they got—5 a ton, if I remember correctly. 

Mr. Tayuor. I think that was after the Little Steel formula had 
gone into the limbo, Mr. Congressman, and at the conclusion of hos- 
tilities when a new wage-price relationship was in formulation. 

Mr. Wier. Let me ask you one further question here. With all 
of your relationships—and I think that you have answered it in 
the very opening of your presentation, that it becomes somebody's 
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responsibility where there is a deadlock between management and 
labor, to propose a plan for the settlement of it, and this plan is being 
thrown out quite generally now. 

Mr. Taytor. Indeed it is. 

Mr. Wier. Too generally, in my opinion. Is there a reluctance, 
at least, on the part of either management or labor to go into this 
plan where there perhaps is not too much knowledge about the ac- 
curacy of the figures? 

Mr. Tayror. I haven’t found any reluctance to go into the plan 
because of lack of confidence in the figures. You do find a reluctance 
to escalate in an industry that is uncertain about its future sales. 
That is, if you have a depressed industry, there is a reluctance on 
both sides to use the cost of living tie-in. There are some depressed 
industries, and there have been, as you probably know. 

When you get into a period of this kind, every industry it not going 
along at full steam, and in those industries which have a lack of 
confidence in their ability to give full-time operations, they have not 
taken on the escalator clause. 

Mr. Wier. Did you ever hear management yet, in labor negotia- 
tions, fail to advance the argument that “We cannot afford to, be 
cause we do not know what the future holds?” 

Mr. Taytor. Oh, yes. We are growing up in this country in col- 
lective bargaining a little bit in some quarters, and you do not have 
that position of rigidity in many circles. 

Now, collective bargaining is operating much better now than it 
was 10 years ago. 

Mr. Wier. I wish you would go down and tell the House that. 

Mr. Taytor. I shall be glad to. 

Mr. Wier. I have one more question that came up a number of 
times during the course of these hearings, and your wide experience 
would justify comment on it. We have had the request here on two 
or three occasions, in addition to the price index, for the setting up 
by this agency of a cost-of-living index separate and apart, but as 
an indication, because it comes into the collective-bargaining picture 
if this is the way this agency is going to go. And two or three wit- 
nesses have recommended setting up not only a cost-of-living index 
as to the changes in people’s habits, living habits, but also an index 
covering a cost of living or a price index, applying to—I think it 
runs into the millions of people that are governed by a set income, 
such as annuities, pensions, old-age assistance, and those patterns, 
which certainly this price index does not reach now, and neither would 
the normal cost-of-living index. 

What is your reaction to setting up the cost-of-living index? 

Mr. Taytor. My first reaction, I would say that we would like 
something done along that line, being a college professor with a fixed 
income, and understanding the budget pressures of the group of people 
that you are referring to. 

As to whether or not it is a technically possible or feasible thing to 
do it, I do not know. And it would be directed, would it not, to those 
who make wage policy for organizations, as distinct from a collec 
tive-bargaining tool? Because the people that you refer to would have 
their wages set by an altogether different process. It would, in a sense. 
be a matter of advice to those who make policy in respect of indi 
vidually determined wages, as distinct from group determinates. 
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I would think it would have limited usefulness in that regard, 
although I really haven’t thought about the matter at length, and 
before I would state what my position would be on that I would like 
tothink about it a little more. 

Mr. Wirr. At the present time, Mr. Taylor, considerble confusion is 
brought to light here, intentionally or unintentionally, regarding 
whether this is a price index or whether it is a cost-of-living index, and 
the charge is thrown that this adds confusion to our bargaining proc- 
ess, because our rank-and-file members tell us what the cost of living is. 

Mr. Taytor. Of course, that is one reason for the change in the title 
of that index, after the investigations during the War Labor Board 
period, as I mentioned. Economically, it has much more limited use- 
fulness, even, than indicating the cost of living, and it is a par for the 
figures. And you know the technical nature of the index, and just 
what products are priced, rather than a cost-of-living index. I have 
a notion that that is being increasingly well understood that it does 
not give a measure of the change in the cost of living for all income 
groups. 

I think that that is being very clearly understood, and that it is 
an index for a selected group of commodities which have rather 
general applicability. 

Mr. Wier. The market basket, you mean ? 

Mr. Taytor. Yes. 

Mr. Howetu. We have had a good bit of testimony here, first of all 
by statisticans and business advisory groups, and so forth, that they 
were quite well satisfied with the accuracy of the index; and then we 
had in the last few days some people from labor, who seemed to raise 
some questions as to the accuracy. But you say that in the course of 
these negotiations you have sat in, there did not seem to be any great 
disposition on their part to question the accuracy, or a reluctance to use 
it as a proper part of collective bargaining? 

Mr. Taytor. There was great confidence expressed in it. Every 
once in a while you will find an argument raised that if the index 
doesn’t support a firmly established position, somebody might raise a 
question, but it is done halfheartedly in the few cases that it is. 

I think in the overwhelming majority of cases, its result is un- 
hesitatingly accepted. 

Mr. Howenr. Do you think that there is any serious need for an- 
other index, a so-called cost-of-living index, in addition to the 
Consumers’ Price Index ? 

Mr. Tayvor. As far as my work is concerned, in the negotiation of 
contracts, we find this one suffices. I am not at all sure that, for the 
purposes I have indicated, we need additional indexes, although, as 
I have said, I have not contemplated the possibility of using other 
data. It might very well be that it would be useful. I would not 
want to take a definite position on that. 

Mr. Wier. Would you yield on that same question? Would it not 
indicate to a very valuable degree the trend of the change in people’s 
living habits, their change of environment ,and just how fast they 
were moving into a better standard of living? Would it not indicate 
the degree of change in the standard of living? 

Mr. Taytor. Yes. You are really talking about the budgetary 
approach, if I have you right, as to whether or not—I want to be 
quite sure that T have your question. You really are stating or direct- 
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ing your remarks to a cost-of-living index for white-collar worke:. 
and other groups of that category. 

Mr. Howett. Yes; that would reflect improvements in the standari 
of living, and also possibly take into consideration all kinds of taxes, 
and so forth, and all of the different factors that would not just 
measure the price change with a specific market basket, but would 
reflect whatever improvements have come into the ordinary worker's 
budget and standard of living. 

Mr. Taytor. I do not know that I would be ready to comment on 
that at this time. I just haven’t reflected on it sufficiently. 

Mr. Howeii. You say that management-labor relations or collec- 
tive bargaining has improved a lot in the last ten years, and I sort 
of agree with you. Do you think that the Taft-Hartley Act has been 
a factor in improving that? 

Mr. Taytor. My own impression is that it has not. I understand 
that there are great differences of opinion on that point, and as a 
matter of fact, I have great faith, you know, in the ability of manage- 
ment and labor to iron out their difficulties. I have seen it work, 
and when you see the development of an understanding relation from 
them, I just do not think that there needs to be intervention of the 
Government in as many areas as the Taft-Hartley Act intervenes. 

But you have to have a deep faith in collective bargaining and in 
the ability and the willingness of management and labor to work 
out their own differences. When they work them out themselves and 
come to a meeting of minds as to the conditions under which they 
are going to work together, I believe that you have a productive team, 
the like of which can’t be beat. I think that their relationship and 
the productivity of their organization is better when they work out 
their relations, than when their terms are imposed upon them, 

It seems to me that that is implicit in having faith in what we 
call democracy, but that happens to be my view, and a lot of people 
disagree with it, but a lot agree with it, too. 

Mr. Howe t. I think that you are absolutely right, and I wanted 
to know what your reaction was. 

Mr. Wier. I would like to give you both a lot of argument on that 
last one. 

Mr. Tayvor. It is not a noncontroversial subject. 

Mr. Forsyrue. I have no questions, Mr. Chairman. 

Mr. Sreep. Mr. Taylor, due to the fact that this index, in the work 
you are doing, is made effective by virtue of the over-all general 
confidence and acceptance of the authenticity of the index, would you 
say, then, that one of the primary objectives we should seek is to see 
to it that the Bureau is kept in a position where it can continue to 
have this confidence through its own freedom of action and its own 
freedom from the pressures that might bend or put it into a field where 
confidence might be diminished or lost? 

Mr. Tartor. I think we should do everything possible to enable it 
to continue that confidence, and I am not a statistician, and I do 
hear these questions about the need for seeing to it that the index re- 
flects changes in the pattern of living and what goes into the budget, 
and changing the weights that are assigned to various factors in the 
index. It seems to me that they need greater support in those respects 
than they have been having. 
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I think it is very important that the confidence that has been won 
be jealously guarded, and that requires constant work in seeing to it 
that the weights of the various elements are in accord with the fact, 
and changes in the composition of the items considered, when they 
are necessary, be made. It seems to me that we seek to maintain the 
confidence that is won. 

Mr. Steep. To put it this way, as another way of approaching it, 
assume that one side or the other, one or both, lost confidence in it. 
What, then, would you be faced with in the type of job that you are 
trying to do? 

Mr. Taytor. Well, Mr. Chairman, it could result in unresolved dis- 
putes, and it could result in more strikes. Now, that is the blunt way 
of stating it. I think the fact that you have got an area where you 
start out on agreed-upon facts means that you have a great possibility 
for seeing to it that the differences are reconciled and not widened. 
I think you would have more strikes if we lacked an index, such as we 
now have, as one of the tools for reconciling the differences between 
management and labor. 

Mr. Wirr. Can I inject right there: Would you agree with me or 
not—I do not think you will, although it is 

Mr. Tayvor. I hope I can. 

Mr. Wier. It is demonstrated here in Congress every day, and 
demonstrated generally in legislative bodies, that if the price index 
today does presumably enjoy this confidence of management and 
labor, and dependence is going to be put on it, that eventually the 
charge will be made on the part of management that this index is not 
a true picture, and the usual result of that kind of a quiet campaign is 
that the Congress or a State legislative body says, “We will take 
care of that; we will cut the appropriations so they can’t become 
effective.” 

That is the danger point in these agencies, and that has been my 
experience, not only in my State legislature but here in the Congress, 
that when they want to trim an agency that is doing too good a job 
in the interest of one side or the other, the easiest way to trim the 
job is to cut the effectiveness of it. 

Mr. Taytor. I think that that would be disastrous, if the effective- 
ness of it would be lost. 

Mr. Wier. That is why I am afraid of it. If it does become some- 
thing that the labor movement can lean upon, and if there is any ad- 
vantage at all, let us say that it is to the advantage of the wage earner, 
then I become fearful. 

Mr. Taytor. I think it is not a question of the advantage of the wage 
earner; it is a factual matter that is aecepted as a proper statement 
of the fact. I think it would retard our development of sound indus- 
trial relations for us to lose an index that has the confidence of both 
parties, in the quest for saving funds. I think the amounts saved 
would be lost many times over. 

Mr. Wier. I say that, Mr. Taylor, because it is very evident that 
all of the members of the committee here have had it brought home to 
them that this agency is not quite broad enough in its gathering of 
data and its compiling that data, to give us this information. At least, 
there is a suspicion brought up here, and we would like to see a more 
thorough and a more expansive survey made. 
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Mr. Taytor. That is what I indicated, the need of maintaining the 

status that it has by enabling it to make its checks on the changes i in 
budgetary composition, the changes i in relative weights, and that sort 
of thing. I think it is very essential. 

Mr. Wrer. That is all that I have. 

Mr. Forsyrue. Could I ask one question, please ? 

Dr. Taylor, I have a question in mind which you have already 
answered in response to a question of Mr. Wier, but I would like to 
change the context of the question a little bit and have you answer it 
again so that I would get it very clear on the record. 

The other day we had a witness for the United Electrical Workers, 
who told the committee that people in collective bargaining generally, 
I believe his statement was broader than that, but certainly you could 
say in this limited sense that people in collective bargaining generally 
did not understand what the Consumers’ Price Index was; and he 
further alleged that the Bureau was in part, at least, responsible for 
this fraud upon laboring people, because they thought that the Con- 
sumers’ Price Index was, in fact, a measure of the standard of living in 
some manner, and that actually, of course, it is, as we know, only a 
measure of price changes of a very limited grroup of articles. 

Mr. Tayvor. Yes. 

Mr. Forsyrue. Now, I would like you to comment on that from your 
background as a labor arbitrator and negotiator, particularly think- 
ing of your experience since the index became so closely tied in as an 
escalator clause. 

Mr. Tayior. The people in collective bargaining understand quite 
what it is. As a matter of fact, in some negotiations, very frequently 
in negotiations people will say, “But that is the change in prices of 
the commodities that deal with this income group. Now, we are a 
low-paid group of workers, and the budget of our workers has a much 
greater percentage in food, and the food component has gone up, and 
therefore, we are entitled to a greater increase than the change shown 
by the cost of living.” They argue that very frequently. And con- 
versely, management comes along, if it is a high-paid group of work- 
ers, and says, “Well, you have fared much better than would be shown 
by application of the index itself.” 

I do not think that you can undervalue the knowledge of manage- 
ment and labor in this country. I think that there is a tendency, you 
know, to belittle their understanding of these things. They are not 
puppets in our country; they look into these matters, and understand 
them quite thoroughly, when they are bargaining. 

I think to say otherwise is to disparage the common sense and 
knowledge of people i in our country, which is a great mistake to do. 

Mr. Forsyrur. Then they not only understand what it is, but they 
are willing or they are able to deviate from it as their particular cir- 
cumstance - happends to require? 

Mr. Taytor. They seek to deviate from it, and then you argue about 
that point, you know, in bargaining, and sometimes it gets ‘shaded a 
little bit one way or the other, on the basis of some of those arguments. 
In bargaining, if I have left the impression that in bargaining this 
is a mechanical application, T left the wrong impression. I wouldn’t 
want to leave that at all. It is a tool of bargaining ‘rather than a sub- 
stitute for bargaining, and you find a position such as I have described 
very commonly being taken in collective bargaining negotiations. 
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Mr. Forsyrue. I suppose that one of your problems, then, is, if they 
are willing to accept it as an escalator clause, as to how you are going 
to tie it in and what raises you are going to give with each change? 

Mr. Taytor. And no one should think that it resolves this whole 
problem of a tie-in. There are a great many items that have to be dis- 
cussed : What is the base date; the relationship between the two; and 
what do you do about items that the parties want to take account of, 
not yet reflected in the index; and all sorts of matters of that sort 
come up in bargaining. It is not a mechanical way of adjusting wages 
during the life of the contract, at all. But at Jeast you have got a 
starting point on facts, and the parties understand what it is. There 
is no doubt about that. 

Mr. Wier. Does management very often refer to fringe benefits as 
part of the 6.9? 

Mr. Taytor. Always. They always do, and they bring in that 
item, all right; and again, that reaffirms what I have just been saying, 
that there is nothing mechanical about this. It is a tool of bargain- 
ing, and not a substitute for it. There are plenty of arguments about 
this. 

I think that is a bad term. I am on a one-man crusade to eliminate 
that term “fringe benefits.” It is really wage factors other than those 
in the basic wage-rate scale. So far, I have been unable to get the 
catch word for that, that can be used as a substitute for “fringe.” 

Mr. Wier. Management put it on the market. 

Mr. Taytor. I do not know how that came about, Mr. Wier. 

Mr. Wier. It came about when the first points of insurance and 
security came about, and it did not show in money, but they said that 
that is a fringe cost item. 

Mr. Tayuor. Yes. 

Mr. Sreep. Mr. Taylor, on behalf of the subcommittee I want to 
express our thanks and appreciation for your coming here and giving 
us your time and the benefit of your experience in this field. 

If you have no further comment you would like to make, we will 
excuse you now. 

Mr. Tayrvor. Thank you very much, Mr. Chairman. It has been 
a privilege to appear and talk over this very important matter. 

Mr. Hussry. The next witness is Mr. George D. Riley, a member 
y pe national legislative committee of the American Federation of 
zabor. 


STATEMENT OF GEORGE D. RILEY, MEMBER OF THE NATIONAL 
LEGISLATIVE COMMITTEE, AMERICAN FEDERATION OF LABOR, 
WASHINGTON, D. C.; ACCOMPANIED BY MARGARET SCATTER- 

GOOD AND BERT SEIDMAN, MEMBERS OF THE RESEARCH STAFF, 

A. F. OF L.; AND ALBERT EPSTEIN, MEMBER OF THE RESEARCH 

STAFF OF THE INTERNATIONAL ASSOCIATION OF MACHINISTS, 

A. F. OF L. 


Mr. Streep. Mr. Riley, if you will further identify yourself to the 
reporter, along with the members of your staff with you here, and 
then you may proceed with your statement in your own way. 


Mr. Ritey. Yes, Mr. Chairman. 
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My name is George D. Riley, and I am a member of the national! 
legislative committee of the American Federation of Labor. 

With me here today are Miss Margaret Scattergood and Mr. Bert 
Seidman, members of the research staff of the American Federation 
of Labor, and Mr. Albert Epstein, member of the research staff of 
the International Association of Machinists, A. F. of L. 

I appreciate this opportunity to present the views of the American 
Federation of Labor on the Consumers’ Price Index. We are very 
glad that this committee has undertaken to study this subject, because 
the index affects, directly or indirectly, the welfare of the more 
than 8,000,000 members of the A. F. of L. and their families. 

We are deeply concerned with the effect that the Consumers’ Price 
Index has upon wage determination, and want to define the position 
of the A. F. of L. upon this subject. Although escalator clauses 
geared to the Consumers’ Price Index are now incorporated in agree- 
ments covering several million workers, we believe, nevertheless, that 
changes in the cost of living are but one factor determining wage 
negotiations. Other factors that must be taken into account are in- 
creased productivity, the existence of substandard wages, inequities 
in wage rates within a plant, industry or region, and the economic 
status of the particular industry and company. It would. indeed, 
be unfortunate if the Consumers’ Price Index lost its rightful place 
as a tool in collective bargaining and became, instead, a strait-jacket 
for determining wages. 

Here it should be noted that it is precisely in times of significant 
variations in the pattern of production, distribution, and consump- 
tion, and the most rapid changes of prices, such as the present period 
of defense emergency, that the Consumers’ Price Index performs least 
satisfactorily. Yet, these are times when the index receives its most 
widespread use. 

We all know of the controversy that developed over the cost-of- 
living index during World War ITI, and that at that time it was clearly 
established that there was in the index a considerable understatement 
of the worker’s actual increase in living costs. However great the 
understatement was, we know that it was due primarily to quality 
deterioration, disappearance of good quality, low-priced articles, de- 
crease in special sales, and underreporting of prices actually charged, 
as well as a number of other factors in the wartime economy. After 
the end of the war, the Director of Economic Stabilization took official 
account of the understatement in the index and allowed an additional 
five points over the index as published for purposes of wage deter- 
mination. 

If we are not already in a period comparable to that of World War 
II, we are entering into one. It is, therefore, necessary to recognize 
at once the lack of responsiveness of the index during such times. The 
index does not take into account the following factors which contribute 
to higher living costs during an emergency: 


1. Black market prices. 

2. Quality deterioration. 

. Changes in specification of goods. 

. Foreed up-trading. 

. Shifts in population from low-cost to high-cost cities. 
. Disappearance of discounts. 

. Low trade-in values. 
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8. Changes in normal sources of supply. 
9, The greater prevalence of eating meals out and paying higher restaurant 
prices. 

The nine items listed above indicate problems of pricing, and the 
Bureau of Labor Statistics should explore techniques for measuring 
such changes. Where it is not possible to account specifically for the 
effects of such factors in the index itself, a clear and precise statement 
on those aspects of prices which the Consumers’ Price Index does not 
measure should be made available to the users. 

But even during comparatively stable periods there are well-recog- 
nized limitations to the index which the Bureau has usually been the 
first to acknowledge. We understand that the Bureau is now pre- 
paring a statement on “Uses and Limitations of the Consumers’ Price 
Index,” which should do much to throw light on many of these prob- 
lems. We look forward to early publication of the statement. 

The value of consultation with technicians from labor, management, 
and professional groups is obvious, and the Bureau has recognized it 
by establishing and conferring with a number of advisory committees 
on prices, including a committee of trade-union technicians. 

As a direct result of such consultation, we have had a correction in 
the understatement in the rental component of the index resulting from 
new unit bias. But there are numerous other revisions which should be 
made in the index. We hope that many of these improvements can 
be made when the comprehensive revision of the index, now under 
way, is completed in 1952. 

We recognize that the index is designed to measure only the changes 
in the cost of a fixed typical market basket of goods and services pur- 
chased by families of wage earners and lower-salaried workers in 
large United States cities. An index reflecting changes in the cost of a 
specific standard of living, as distinct from changes in total family 
expenditures, should be continued and improved. 

The need for modernizing the market basket of goods and services 
has long been recognized. This involves, among other changes, an 
adjustment of the weights or relative importances assigned to the 
various items covered in the index. The Bureau carried out such an 
adjustment in connection with its recent interim revision. However, 
we believe it is unfortunate that the interim revision, which adjusted 
the group weights, took place in such an unsettled period as the 
present. Such modifications should be made, insofar as possible, dur- 
ing periods of relative stability. 

There are a number of questions in connection with the improvement 
of the Consumers’ Price Index which we would like to raise at this 
point. 

The rental component requires improvement. The Bureau of Labor 
Statistics prices identical dwellings over a period of time. This takes 
no account of depreciation. Also, the BLS selects its rent sample for 
the community as a whole instead of choosing a sample which will 
reflect the rents paid by workers and lower-salaried groups, the same 
segment of the population as used for the other components of the 
index. The rentals of low-priced dwellings may rise faster than 
rentals of higher-priced units, so that the rental component of the 
index may not reflect the full rise in the rents of the very group it 
should measure. In emergency periods, the index, as presently 
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constructed, would not reflect the shift to boarding houses in expand 
ing communities. 


More serious is the problem of measuring changes in home-owner 


costs, which are now estimated from the movement in rental costs. 
With home ownership increasing, a procedure should be established 
for measuring home-owner costs more directly. 

The Consumers’ Price Index is widely used in order to obtain a 
measure of the “real” wage of workers, and it is the best existing index 
for this purpose. In order to measure the purchasing power of wages, 
however, the effect of income taxes must be considered. The Con- 
sumers’ Price Index does not take income taxes into account. Today, 
it can no longer be maintained, of course, that income taxes apply to a 
“very small proportion of the groups whose living costs the indexes 
attempt to measure.” Yet, this was the original reason for the Bu- 
reau’s excluding income taxes from the index. A number of coun- 
tries do include income taxes in their cost-of-living index, and their 
experience should be studied in order to arrive at a sound solution to 
this vexing problem. 

Differences between the Index of Prices Paid by Farmers for 
Commodities used for Family Living of the Bureau of Agricultural] 
Economics and the Consumers’ Price Index of the BLS are well 
recognized. One of the chief differences between the two indexes is 
to be found in the pricing methods used by the two agencies. While 
the Bureau of Agricultural Economics obtains prices of goods most 
commonly sold to farmers as of each collection period, the BLS 
attempts to obtain quotations for goods of identical quality and 
specifications, or goods as similar as possible to those purchased by 
urban workers in the base period, even though such goods may be 
very scarce and most workers may have been forced to shift their 
purchases to higher priced items. Thus, for farmers, when low-priced 
goods disappear from the market and farmers are forced to shift 
their purchases to higher priced goods, the shift is automatically 
reflected in the BAE index. Moreover, it is known that as farmers’ 
incomes rise they tend to shift their purchases to goods of higher 
quality, and the prices of these higher quality, higher priced items are 
also reflected in the BAE index. For workers, such shifts are not 
reflected in the BLS index. 

Since both indexs are being used in determining to some extent the 
incomes of two important segments of our population, this lack of 
uniformity should be removed, insofar as possible, after a thorough 
investigation into methods. 

In the light of the various issues which we have tried to single 
out for discussion here today, we are making the following recom- 
mendations regarding the future handling of the Consumers’ Price 
Index. We are not attempting to make detailed recommendations 
on some of the technical statistical phases of the index, but are rather 
confining our suggestions to general recommendations, with particular 
emphasis on suggesting methods of meeting the particular problems 
that may arise during the defense emergency. 

These are our recommendations: 

(1) As we have previously indicated in our testimony, the Con- 
sumers’ Price Index today has assumed tremendous importance in the 
entire sphere of colletcive bargaining. We urge, therefore, that the 
Bureau of Labor Statistics, in its approach to the computation and 
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publication of the Consumers’ Price Index, attempt in every way pos- 
sible to give the utmost. attention to the needs of participants in col- 
lective bargaining. This means that, within the limits of its budget, 
the Bureau should do everything possible to provide whatever data 
are required by labor and management for collective-bargaining = 
poses. In this connection, we urge that the Bureau continue publica- 
tion of the so-called “old” or unrevised index as long as there is any 
appreciable need for it in collective bargaining. 

(2) Recognizing that the Consumers’ Price Index is playing such 
a significant role during the present defense period, we urge the BLS 
toadopt a most vigilant attitude toward those changes in the economy, 
arising from the defense effort, which may directly or indirectly have 
an effect, either on the Consumers’ Price Index itself or on the uses 
to which the index may be put. 

We have previously indicated that there are a number of special 
wartime problems which may seriously affect the cost of living of 
workers, but which can be treated by the index only partially or not 
at all. We understand that the Bureau is considering the use of the 
“consumer panel” as a means of checking on actual changes in consumer 
expenditures during the defense period. We would urge that very 
careful study be given to such findings, but that no changes be intro- 
duced which are not consonant with the basic concepts of the present 
index. However, regardless of how the consumer panel is used, we 
urge the Bureau to indicate wherever possible new factors in the 
defense situation which are not reflected in the index itself, but which 
may have an important bearing on the cost of living of American 
families. We have in mind such factors as black-market prices, and 
other wartime changes I have previously listed. Wherever possible, 
the Bureau should indicate, when it publishes the index, the extent to 
which such factors are or are not reflected in the index. 

(3) We recommend that the Bureau make a thorough investigation 
of the feasibility of including income taxes in the Consumers’ Price 
Index. We understand that this has been done in a number of coun- 
tries and that the original reason for not including this item in the 
index was that most workers were not subject to payment of income 
taxes. Of course, that is not true today, and income taxes form a very 
important part of the expenditures of workers’ families. Perhaps it 
would be possible to publish two indexes, one including income taxes 
and one, as at present, excluding income taxes. In this connection, 
we would urge the Bureau to reject any suggestion that may be made 
to exclude all taxes from the Consumers’ Price Index, including the 
sales tax and excise taxes which are now included in the index. 

(4) The fact that the Index of Prices Paid by Farmers published by 
the Bureau of Agricultural Economics is computed on a different basis 
from the Consumers’ Price Index of the BLS is of tremendous im- 
portance during the present period when the incomes of workers and 
farmers are so directly affected by the movement of these indexes. We 
therefore recommend that a study be made of the extent to which these 
two indexes can be computed by the use of similar methods. To the 
extent that they continue to be computed on the basis of conflicting 
concepts, we urge that a clear statement of the differences bet ween these 
two indexes and the effects of these differences be made at the earliest 
possible date. 
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work in connection with the Consumers’ Price Index. The integrit\ 
and competence of the staff of the Bureau are certainly beyond question. 
Any criticisms we have expressed in our testimony should certainly 
not be taken as expressing a lack of confidence on our part in the 
Bureau’s staff. Indeed, we believe that they would be able to do av 
even more effective job if they had available to them sufficient appro- 
priations. In this connection, we wish to express our very great dis 

appointment in the cut which has been made by the House of Repre- 
sentatives in the appropriation for the Bureau’s work on the Con- 
sumers’ Price Index. As we understand it, the appropriation has been 
cut from $1,250,000 down to $1,000,000. Instead of cutting this appro- 
priation, we believe that it is essential that it be increased, because a 
number of very necessary types of exploration which we have indi 

cated in our testimony would require additional funds. 

Members of the research staffs of the American Federation of Labor 
and its affiliates have had the opportunity to work with the Bureau 
on developing various phases of the Consumers’ Price Index as mem- 
bers of the Joint Labor Research Advisory Committee to the Bureau of 
Labor Statistics. The opportunity this has afforded us for making 
known our suggestions for improving the index to the Bureau has been 
extremely worth while. 

As I said at the outset, Mr. Chairman, we have with us several mem- 
bers of our research staff, who will be in excellent position to answer 
any technical questions the committee desires to ask. 

With that, I conclude the statement. 

Mr. Sreep. Mr. Riley, there is one question in regard to this differ- 
ence between the BLS index and the BAE index for setting farm par- 
ity. Earlier testimony indicated that, while it is true that the BAE 
method more readily reflects these changes, it also has the effect, in a 
depressed time, of a more violent downward trend, which would of it- 
self, to my mind, defeat a lot of the stabilizing effect or purpose of the 
BLS index. 

Have you given any thought to the field you might get into if more 
bias was given toward the BAE method rather than the one now used 
by the Bureau of Labor Statistics? 

“Mr. Rizey. I would like to suggest Miss Seattergood could give you 
an answer on that. 

Miss Scarrercoop. Mr. Chairman, we aren’t prepared as yet to make 
any suggestions as to how the reconciliation of those two indexes 
should take place, but we feel that it should be very carefully studied 
and eeglined: It is a very technical matter, and I don’t think any of 
us are ready yet to make suggestions, and I would like to ask Mr. 
Epstein if he has any further ideas to express on that. 

Mr. Ersrern. I think, in judging an index, we should start from the 
description and definition of the index, rather than purely from the 
results it may have. If it is good practice to follow the BAE method, 
then it should be used both for the BLS and BAE;; and, if it is bad 
practice, I think it should not be used. 

We cannot consider the consequences alone, because if we start on 
that path we would never be able to arrive at a sound index, because 
every time we don’t like something, or it might hurt somebody, we will 
say it shouldn’t be in. But we ought to try to develop a technically 


In conclusion, we should like to express our sincere appreciation for 
the manner in which the Bureau of Labor Statistics has carried on it- 
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best index that can exist, and then take the consequences from that 
index. And we should take into account what the index does, either 
when we negotiate in collective bargaining or when the stabilization 
agency uses it. 

Mr. Steep. Would you find that among wage earners in urban areas 
there is more community of interest or a common pattern of living 
than you might find in various agricultural communities throughout 
the country! Does not the worker have more in common in one ci ty 
with the worker in another city, as to how he lives and what he needs 
to live on, than you might find between, say, a farmer in one section 
of the country as against what a farmer in another section of the coun- 
try might need ? 

‘Mr. Erstery. I don’t know whether you can measure the differences 
or the similarities of the degree of interest among workers, but there 
are differences in one group of workers as against another group of 
workers, even now, if it is possible to use the ‘Consumers’ Price Index 
for the country as a whole and for 34 cities, and presumably there are 
differences 1 in changes, from time to time, from one city to another. 
It can rise faster one month to another than in another city, like New 
Orleans; so there are very distinct differences. 

Mr. Streep. The point I am trying to make is that, because of this 
wide variation in the farming picture, I should think that the BAE 
method would bring about more violent repercussions if you tried 
to apply it rather than the BLS method. 

Mr. Epstein. I am not competent to pass on that particular angle, 
and I haven't studied it, as to what effect it would have. 

Mr. Seripman. I think the important consideration, Mr. Chairman, 
is that whatever the differences are—and it may be that we will have 
to continue with two different kinds of indexes, one being used for 
workers and the other for farmers—we should have a full exploration 
of what those differences are and what the results are, because of 
the fact that the two indexes, particularly during the periods such as 
the present, affect so importantly the incomes of these two very im- 
portant groups in the population. 

Mr. Streep. We have, for instance, a factor of this sort: In the 
case of a crop failure, you would have a very violent change in the 
annual income of the farmers so involved. Tn that case, the items 
that the farmer buys would probably drop away beyond what the true 
picture would show generally throughout the country. If you had 
wage earners in a more stable income field tied to a thing like that, 
you would drag them down more rapidly, it would seem to me, than 
if you tried to use the market-basket idea that has been developed 
by the BLS. 

Miss Scatrercoop. Mr. Chairman, might it be suggested that per- 
haps the farmers would find it advisable to use the market-basket 
idea, and our point that we were trying to make was simply that there 
needs to be a unity of idea between the two indexes, so that one group 
will not be treated in one way and the other group treated in another 
way? 

Mr. Sreep. I agree with vou. I think the time the farmer needs 
the stabilizing effect of real parity through the use of an index is 
probably the time when it brings the gr eatest burden to him. 

Mr. Wier. T have a few questions, Mr. Chairman. Let me follow 
up on that last question of the differences between these two indexes. 
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Are not the component parts of these two market baskets entirely 

separate and apart? That is, the industrial worker has a market 
basket : and insofar as the rural individual is concerned, or the farmer, 
as such, he is entirely different. When a farmer sets his prices on 
parity, which we have now, or subsidies, or whatever you want to 
call them, the greatest items of cost to the farmer are, first, a tractor, 
and all of his farming implements, which a worker does not have at 
all, beyond tools, at I would not say a small cost, but there is a great 
differential between the equipment that a farmer has to have to produce 
his crop and what a worker has to have to produce his production. 

We have a reversal of the food situation, if we are going to talk 
about farmers. That is true in most cases, at least. The farmer buys 
paint and lumber and tractors and wagons, and carts and milk 
wagons, and all of those things that do not even go into a worker's 
basket. I think that we are very much apart if we are going to try 
to use the same basket. 

Mr. Ritey. It might be considered capital investments rather than 
costs. 

Mr. Wrer. I was going to come to that, too. 

Now, when Congressman Steed, our chairman here, talks about the 
violent trend of a tornado whipping a farmer out or a given area out, 
or drought or failure of crops upon which his livelihood depends, the 
drop in his needs does not correspond to the drop in his income, be- 
cause I never heard of the Minneapolis-Moline Power Implement Co. 
reducing all of their farm equipment because there was a drought 
some place. That is a natural sequence of supply and demand. The 
farmer will pay the same in a given area, the same amount of money 
for an automobile or a tractor or a plow or hay-mowing machine, or 
anything else. I think that that remains stationary, as long as that 
is the market price. 

Mr. Ritey. It doesn’t drop, at least. 

Mr. Sreep. You have to remember that, in making up the BAE 
index, they send out throughout the country these questionnaires or 
these lists for merchants to fill out, and he puts in what the farmers 
actually are then buying; and so, if the farmer has no money to buy, 
those items are left off the list, and he has dropped down to a lower 
quality of goods by force of necessity. Therefore, the radical change 
in the basic material for that index could, in a very short period of 
time, be very violent; where it would not be true in the BLS method. 

Mr. Wier. The same way with insurance on his barns and on his 
buildings. That would not change because he had been droughted 
out or tornadoed out or for any reason he lost all access to income. His 
insurance would stay the same, and I think most of the items would 
remain the same. 

That does not apply in the city. The minute that our purchasing 
power in an urban center gets low, that reflects itself immediately upon 
the retailer, and when we are not buying meats they will come down 
to us, and when we are not buying groceries they will come down to 
us; and those items do not reflect themselves in the agricultural index. 

I did not want to get mixed up in that part of it, but I wanted to 
make that observation, and I wanted to know when you ever saw 


tractors and farm equipment come down because the farmer was wiped 
out. 
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Mr. Sreep. I think from the testimony we have already had about 

the way the BAE index operates, if it was used in the sense of the 

escalator clause in so many of these wage agreements and if you had 

that same violent trend, you would get the workers throughout the 

country hurt a lot quicker using that method than they would be hurt 
under the BLS index 

Mr. Wier. You bring up an interesting point, and this sounds like 
a radio debate here now, but you bring up this interesting point: Do 
you think the agricultural workers and the agricultural farmers would 
agree to have their income based upon that index / 

Mr. Sreep. Of course, the protection, some major protection the 
farmers get now is that parity is figured on an annual basis, whereas 
your escalator clause in these contracts will change from month to 
month, or at least from quarter to quarter. If you had a farm parity 
on that basis, I think that you would hear a lot louder ia from 
the farmers about using the BAE index than you now hean 

Mr. Wrer. That is right. 

Miss Scarrercoop. I would just like to add emphasis to the need 
for exploration of these two indexes, and the methods concerned. And 
I wanted to make this point, also, that in times of war scarcities, when 
a man, whether he is a farmer or a worker, goes out to buy a new suit 
of clothes and he finds that the good quality, low priced suit that he 
used to be able to get for $30 has disappeared from the market, and 
consequently he has to buy a suit that is more expensive than he would 
otherwise have bought, just because he cannot get a good quality, low 
priced suit, and he ‘has to pay $50 for that suit, that will show up in 
your farmer's index, but it will not show up in your worker’s index. 
And it is for the reason of that kind of difference in a wartime period 
that we have emphasized the need for extra studies by the BLS in 
order to keep track of these changes that are bringing the workers 
increased costs of living. 

I think that that is what we need to keep in mind, and we need 
to carry that exploratioi into the difference between the BAE and the 
BLS indexes. 

Mr. Streep. I think Mr. Riley was striking pretty close at the point 
where the BLS needs to make its improvement when he was talking 
about the appropriations they get from Congress. I am sure that if 
they had the facilities, the thing you complain about could be handled 
much more effectively. 

Mr. Ritey. Dr. Taylor pointed out previously that that is one way 
of crippling a worthy enterprise, is to take the money away. 

Mr. Sreep. As I get it from testimony we have had up to now, one 
of the expensive sides of this operation, and one of the important sides 
of it is the sampling, and when they do not have the funds to go 
out and do the sampling, of course, these changes in times of emer- 
gency are harder to know, and thereby harder to show in the index. 

Mr. Ritey. Definitely. 

Mr. Sreepv. So I think the point that you made there is one source 
of eliminating a great deal of this complaint you make here. 

Mr. Ritry. Yes, sir. 

Mr. Wier. Mr. Riley, you make a number of observations in your 
presentation here this morning, due to your interest in this index, and 
because of its importance now in its relationship to collective bar- 
gaining. 

83529—51——24 












362 CONSUMERS’ PRICE INDEX 


Among your observations here, and your recommendations, is that 

at all times there should be the fullest confidence of all people who 
have an interest in this index, in its governing their way of life. In 
order to have that confidence that this Bureau is as good as possible, 
management and labor ought to be really close to it, and have their 
opportunity to make their observations of what they might have to 
criticize or to elaborate on. So, what is the position of the American 
Federation of Labor on the tripartite advisory committee on the Con- 
sumers’ Price Index, as suggested the other day by the representatives 
of the CIO who were here, Mr. Barkin and his colleagues ? 

Miss Scarrercoop. Mr. Wier, we thought that question might pos- 
sibly come up, so we gave a good deal of thought to that point and 
wrote our answer out to get the representation of our joint thought 
on it. 

There are at present three committees advising the Commissioner 
of Labor Statistics on the Consumers’ Price Index. Two of these 
represent users of the index, a management advisory. committee and 
a labor advisory committee. The third is composed of outstanding 
statisticians from the American Statistical Association. These three 
groups now function separately, although considering the same prob- 
lems. They have not thus far met jointly. 

There are many occasions when joint meetings of these three groups 
would be most beneficial. We therefore favor the idea of joint consul- 
tation of the three groups. Any joint consultative group, however, 
should function in a purely advisory capacity to the Commissioner of 
Labor Statistics, and should have no separate budget or staff of its 
own, financed from public funds. 

I think that that makes our position clear, and I might just enlarge 
on it by saying that we are interested in getting these three groups 
together, and it is a well known fact that you can’t operate in three 
separate watertight compartments when the ideas must be carried 
back and forth from one group to the Commissioner, and from 
another group to the Commissioner, and then that idea transferred 
back to the first group. It involves a great deal of waste time, and 
also denies each group the valuable views of the other groups. 

But I would like to just continue, to say that we do not want to see 
a separate committee set up with separate authorities. 

Mr. Wier. As a member of the American Federation of Labor, may 
I ask you, or could I ask you as the representative of Minnesota in 
Washington here, what part do you play in the preparation and in any 
advisory capacity or in discussing items of concern in the price index / 
I ask you that as representing the 8 million workers you represent here 
in the United States. Do you play and part at all in this? 

Miss Scatrercoop. We have Mr. Epstein and Mr. Seidman, who 
are both sitting as representatives, Mr. Seidman of the American 
Federation of Labor and Mr. Epstein representative of the railroad 
groups, on the Labor Committee that consults regularly with the 
Bureau of Labor Statistics on the Consumers’ Price Index, and I 
would like to turn the question over to them and let them answer it. 

Mr. Ersrern. I would like to say in the past 3 or 4 years I have served 
on that committee, and we have had all of the opportunity we asked 
for, for meeting with the Bureau and discussing their problems, and 
we are only limited by the lack of time on our own part as to what 
questions we couldn’t take up with them. They were very cooperative 
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and receptive to new ideas, and sometimes showed the patience of 
Job in dealing with these questions. 

The Consumers’ Price Index is an audacious undertaking. I am 
sure if, instead of it being born 30 years ago, they had to decide upon 
it today, you might hesitate to undertake something quite as tre- 
mendous. 

Mr. Wier. I might ask you this question: Your position has been 
made clear as to your desires and hopes for a closer relationship in 
a tripartite set-up, and what advantage would that be? You almost 
tell this committee here that the present condition is one in which 
you have full scope 

Mr. Epsrern. Except for the points of Miss Scattergood. We did 
not have the opportunity of direct conversations with the American 
Statistical Association, or representatives of management, where we 
could hear their point of view and jointly confer on questions. 

Mr. Wier. I see what you mean. You indicate now that you have 
the fullest cooperation of the administration of the index, but you 
do not have opportunity at any time to sit down and discuss pro and 
con the questions as resolved by these other statistical and other 
groups ? 

Mr. Epstern. We get their reports. 

Mr. Wier. And that-is the gap that exists now? 

Mr. Epsrern. Yes. 

Mr. Steep. What you are really saying now is that it would serve 
a good purpose if you had a better clearinghouse of ideas among the 
consultants themselves, as well as the present arrangement you have 
of consultation with the Bureau. 

Mr. Seipman. There might be times when we would want to meet 
separately, and the management people might want to meet sep- 
arately, but we think it would be a he: althy thing g if occasionally we 
would get together all in one room and could exchange views face to 
face. We might find a much greater degree of agreement than we 
thought we had, or we might find some problem that we could discuss 
to advantage together, and can’t be handled particularly well when 
you just go through somebody else who conveys somebody else’s ideas 
to you. 

Mr. Streep. Through the joint discussions of the advisors, you feel 
like the sum effect would be that you would be able to give better 
advice, either as a group or as individuals. 

Mr. Howetx. Would that contemplate, after these consultations, in 
some instances where the three groups could agree on something, that 
they would then make that as a “joint recommendation to the Bureau ¢ 

Mr. Seman. I think that that would be quite frequently, that that 
would take place on a number of questions; and on other things they 
might find disagreement, but it would be a healthy thing “to get 
together and discuss these things together rather than in separate 
compartments, as Miss Seattergood described. 

Mr. Forsyrue. You would not want to lose your identity as three 
separate committees which might meet with their own people from 
time to time? 

Mr. SeipMan. I think that that serves a worthwhile purpose, also. 

Mr. Howeti. And any recommendations that the three branches 
would agree on would certainly carry more weight with the Bureau, 
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probably, if they could be agreed on and recommended by all three 
divisions of the advisory committees ? 

Mr. Seipman. I would think so. 

Mr. Granam. It would save a lot of time and effort on the part of 
the Bureau, trying to correlate all of these things themselves, rather 
than having unified propositions presented. 

Mr. Wier. You make another observation here, Mr. Riley, that 
has been one of controversy at almost every one of our daily meetings; 
either labor or management brings it up when it is approached. You 
make some comment upon the inclusion, either within the price index 
or separate and apart from the price index, of this question of income 
taxes. 

Now, it has been admitted here that excise taxes and sales taxes make 
up a part of the index, but the income tax, which is becoming more 
and more important and reaching more and more of our workers every 
day, is omitted. 

Mr. Riney. We think that that should be given proper focus. 

Mr. Wier. The United States Chamber of Commerce has proposed 
a purchase price index, omitting all taxes, omitting sales taxes. What 
are the A. F. of L.’s views on this matter of taxes within the price 
index ¢ 

Mr. Ritey. We think our idea is quite realistic, Mr. Wier. We 
are living with taxes of all descriptions, and we think that we have 
got to recognize them as companion pieces in this general picture. 
If the subcommittee and the committee and the Congress didn’t go 
along with the thinking we initially gave on that, we have the alter- 
native in there of having the present index as it now stands on the 
one hand and you can have one or the other or both of them. 

Mr. Granam. You mean one would exclude all taxes, sales, excise 
and income, and the other would incorporate them ? 

Mr. Ritey. No: one would include all taxes now in the present 
index, and a second index would include these and the income tax. We 
still know that we are paying lots of taxes, and we may pay more of 
them, and we do not see any reason why that shouldn’t be considered 
as a detraction from the value of the purchasing power of the market 
basket. 

Mr. Ersrern. I think the question of excise taxes is different. In- 
come taxes are distinct from excise and other types of sales taxes, and 
it would be unrealistic, completely, when a price includes an excise 
tax or sales tax, to go ahead and exclude it, even if it were possible 
to do so, because this would mean that indirect taxes would be in- 
cluded in the cost of goods, but just because it is a direct cost of goods 
it would be excluded. 

According to the present concept of the Consumer’s Price Index, 
certainly excise taxes and sales taxes belong there, because it is the 
price of a certain very specific article that you buy, and it is incor- 
porated in there. 

It is unrealistic for the Chamber of Commerce to make that proposal. 
It seems to be thinking from consequences back to method, instead 
of considering methods first, because in reading Mr. Smith’s testimony, 

I remember that he was concerned with what effect it would have 
upon the wage stabilization program, and not about whether it is a 
valid consideration in the construction of a consumers’ price index. 
And that is why, in considering the Consumer’s Price Index, we 
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should consider what is sound statistical procedure in the construction 
of an index, and not some imaginary or real consequences of that 
index alone. 

Mr. Howetx. After making his point on that, he sort of withdrew 
from it and said that he would not pursue their recommendation that 
the excise and sales taxes be taken out. He seemed to back away from 
it pretty substantially. 

Mr. Serpman. I was going to say, in answer to your question, Mr. 
Congressman, that it seems to us that the important thing is to get 
the maximum amount of information. It is a very important item 
of information to know what has happened to the taxes which work- 
ers pay in the form of income taxes, and we consider that that is an 
important part of their expenditures. 

Now, the policy question as to whether you are going to use an 
index, we will say, in wage stabilization policies, which includes taxes, 
or not, is one Which you can decide after you have the information. 
But if vou never have the information to begin with, then you don’ 
have an important tool which you need in making that decision. 

Mr. Wier. There is no doubt but what you will ‘have more informa- 
tion after July 3. 

You raise another point down here that interests me, and I asked 
that question of Mr. Taylor, if you remember, about the actions of 
Congress in making the necessary appropriations to sustain the work 
of the Bureau, that is, not only at its present level, but in the expan- 
sion of its contacts and its information-gathering agencies. 

If confidence is to be maintained in the work they are doing, what 
reaction have you got here to cut such as you enumerate? You say 
that the cut was from $1,250,000 to $1 million. What is your reaction 
to cuts of that kind in an agency which is presumed to be so impor- 
tant as this agency? 

Mr. Ritey. First, Mr. Chairman and Mr. Wier and gentlemen, ac- 
tually in that Bureau there has been a cut of half a million dollars, 
but since we are talking about the cost-of-living and the Consumers’ 
Price Index, I did isolate it down to the quarter of a million dollars 
which was directed as an impact on that one activity. 

Now. we have watched the BLS figures gain momentum and gain 
confidence, public confidence and esteem over the years. Just the 
other day it was announced that the index figure was 184.5, as I re- 
call, which was said to be, and I am sure is, the highest figure since 
1913, the highest figure in history. Nobody raised an eyebrow of 
doubt about that thing, and everybody has a great deal of confidence 
and faith in the activity and the findings of that Bureau. And when 
they pronounce something to be the case, in the way of statistics, we 
accept them at face value, and we don’t go around in circles and 
raise great. doubts and disbelief. 

Now, it can well be imagined what can happen to the good faith of 
that Bureau and its splendid work when we take the financial props 
away from it. Those figures, of course, had gone through the mill 
before they came up to the C ongress, and they had made their esti- 
mates, I think, on a realistic basis, and the Bureau of the Budget had 
screened it and properly put the acid test to it, and it went, of course, 
to the subcommittee, and then the committee, and then the floor of the 


Congress. 





CONSTIMERD’? priter rwnr<~ Wat 















366 CONSUMERS’ PRICE INDEX 


We must appreciate that the Congress is looking for places to cut 

here and there. But this now, at a time when we are all in this 
thing together, and when we are trying to get a Stabilization Act and 
Production Control Act, and everything else which will keep us on an 
even keel during these years of doubt which may extend through the 
next 10 years, why should we take the rudder away from our Bureau 
and a major department which is administering the needs of 65,- 
000,000 wage earners and their dependents in this country? That 
is, Just for the sake of a quarter of’a million dollars. That is the 
picture. 

What the Senate will do to it and for it, I dont’ know, but we have 
certainly appealed over there and asked them for some redress on this 
thing. 

Mr. Sreep. In other words, you agree with me that it is as big 
a job of false economy to send too little money out to do a job, as 
it is to send too much? 

Mr. Ritey. That is right. And not only that, Congressman, your 
pattern will be set, and it will be so easy to keep the thing down to 
a whittling level all of the time, and take a piece here and a piece 
there, and the first thing you know you haven’t any Bureau. 

I remember in 1939 when the first reorganization orders began com- 
ing out, while Mr. Roosevelt was still President. The Department of 
Labor was perhaps the most glaring target for reorganization and 
diminution and budget paring, and that sort of thing. And the first 
thing we knew, we woke up one day and there was only the shadow 
or the specter of the former Department of Labor. 

In recent years there have been honest efforts, I believe, to restore 
that Department to its former place of dignity. It is still the junior 
department, but nevertheless it shouldn’t be treated as a stepchild. 

We think that this vital Bureau in that Department is one of the 
hairsprings of our economic system and well-being, and unless we have 
the facts—and that is what they gave us. They don’t try to sell 
anything. That isn’t an empire-building Bureau, but they do give us 
good, honest figures of things that we can rely upon, and I know that 
the Congress can rely upon, and the public, as well. 

Mr. Wrerr. I might add, at that point, just this one comment, and 
that is that by cutting or economizing on this Bureau $250,000, that 
when they do that and throw this Bureau off one point by curtail- 
ment, it can mean on the over-all national picture a differential of 
$20 million, either to management or to labor. 

_ Mr. Rixy. There is no question but what it is a sensitive spot of 
Government over there. 

I might also point out that back in the early 30’s, with the change 
of administration, the Department of Commerce and the Bureau of 
Domestic and Foreign Commerce—some of you may remember it 
at the time—that Bureau was given special attention to put it out 
of business. But that Burean is back today in business, very defi- 
nitely, and whether it has that name or not, the functions are there, 
and the functions have been arrogated to the point that they are 
quite important back in the picture. And it showed that the experi- 
ence gained upon trying to whittle that Bureau out of existence 

caused it to come back stronger than ever; and that is what we hope 
this Bureau is reestablished as. 
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Mr. Wier. I just wanted the chairman to correct my figure. I 
said $20 million one way or the other, and 

Mr. Srrep. I think the testimony, Mr. Riley, has indicated that 
already, in the escalator clauses in collective-bargaining agreements 
now in existence, a one-point change would cause a reflection of $60 
million a year in income, rather than $20 million. 

Mr. Ritry. I notice the automobile workers are about to receive 3 
cents more an hour, or some such item, under these figures, because 
they have now gone up to new heights in this index. 

Mr. Howe... If they continue to keep sales and excise taxes in, 
and not include income taxes as at present, would that not be likely 
to have the effect of a lot of these labor organizations and members 
of them whose wages are tied to the cost of living or the Consumers’ 
Price Index, reversing the trend and tending to favor a sales tax 
rather than an increased income tax? While in the past it has always 
been figured that a sales tax fell most heavily on the workers and 
that an income tax was a much fairer tax, if that continues, we might 
really find them changing about and favoring additional sales and 
excise taxes rather than increased income taxes. 

Mr. Rizry. Speaking for the A. F. of L. and its unions, we certainly 
do not favor any national sales tax, and we do not even like the idea of 
local sales taxes, and we do not like sales taxes at all, because we think 
that that puts the burden where it is least able to be carried. 

Mr. Howe tt. It might have some effect in that direction, might 
it not? 

Mr. Riney. Conceivably so, and I would have to ask the technicians 
on that. 

Miss Scarrercoop. I would like to get the question quite clearly. 

Mr. Howe tu. I just thought, as is the case, additional higher excise 
taxes or a Federal sales tax, if that would be reflected in the Con- 
sumers’ Price Index and thereby these workers would get some in- 
crease in their wages, whereas in higher income taxes, as at the present 
time anyway, it is not reflected in the index and would not reflect in 
any increase in their wages, that might have the effect of making a lot 
of these workers change their mind and favor a sales tax instead of 
an income tax. 

Miss Scatrrercoop. It seems to me that is a bit distant, Representa- 
tive Howell. and I doubt if they would react that way. 

Mr. Howe tt. It sort of scares me a little. 

Miss Scarrercoop. I would like to comment on the question of get- 
ting information, as Mr. Seidman was pointing out about the income 
taxes. I think it is very important for us to know what the whole 
cost of living for our people is, workers as well as others, because we 
want to know whether our living standards are increasing or not, and 
unless we know about taxes and have that information, we will not 
be able to tell whether they are increasing. 

We want our living standards to continue to move upward and if 
we have the information we can tell, and we can identify the things 
that are costing more; but if we haven’t the information, we are in 
the dark. 

Mr. Howe tu. I agree you should have that information, and you 
should have it somehow on income taxes as well as the others, but that 
point sort of alarmed me a little bit. 
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You said that you had full access and full reception, and so forth, 
for your recommendations to the Bureau, and the CIO seemed to 
testify the same, but they seemed to suggest that there was a reluctance 
on the part of the Bureau to act on their recommendations. Have you 
found the same thing to exist ? 

Mr. Epsrern. I think on this question, in giving advice and acting 
in an advisory capacity, one has to assume it 1s up to the Bureau to ac- 
cept or reject it. Advising does not mean that the Bureau is obligated 
in advance to accept your recommendation. All we can ask for, and 
we feel content about it, is that they listen respectfully to our opinions, 
and discuss them with us, and it is just like any other scientific under- 
taking. It has to be tested among competent people. If their deci- 
sion is wrong, eventually sc ientific methods will show that they were 
wrong, and they will have to change. 

It is the free competition among technicians and users and makers 
of indexes that helps to guarantee the best type of index we can expect. 
But certainly, we don’t feel we are in the position, when we give advice 
and they refuse to take it, that we won't talk with them and we won't 
be on speaking terms with them. 

Mr. Howe. However, over a period of years, if they never paid 
any attention to or adopted any of your recommendations, you would 
feel a bit frustrated. 

Mr. Seman. Actually, what has happened over a period of years 
is that they have accepted some of them and rejected others, and we 
would assume that that will continue to be the situation. We will push 
as hard as possible for the things that we think should be done with 
the index, and we hope that they will give us every consideration, as 
they have in the past. and that they w ill apply their judgment to our 
recommendations, and we hope they will accept them all. But we are 
reasonably confident that, since we are all human beings, they will 
disagree with us sometimes. 

Mr. Howett. You do not have any feeling that they adopt or have 
more receptivity to the recommendations of the statistical and busi- 
ness advisory groups than they do to your recommendations! You 
do not feel frustrated about it? 

Mr. Seipman. I don’t think we feel that they have had more recep- 
tivity to the views of the business group. I think that they have 
tended to wearin the committee from the American Statistical Associa- 
tion as being of somewhat different kind of committee, and some of us, 
at any rate, have felt that they have regarded it as being a more com- 
petent committee to judge some of these things than either the labor 
or management committee. That is one of the reasons why we would 
favor a joint consultation of all three, so that no one committee is set 
off from another, but that the various considerations that each of them 
brings to these problems would be considered more or Jess on an equal 
bs asis. 

Mr. Forsyrie. I assume when you have recommendations to make 
to the Bureau, it is frequently necessary to get information from the 
Bureau in order to arrive at the recommendations you want to make. 
Now, do you ever find it difficult or impossible, or let me put the 
emphasis the other way, does the Bureau c ooperate with you in getting 
all of the information that you need to arrive at the decisions? 

Mr. Semman. It has been my experience that they have. As Mr. 
Epstein said, the problem is that while they work full time on the 
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Consumers’ Price Index, we work on a lot of other things, and we 
can’t devote the kind of time that we would like to, to consider the 
voluminous amount of information that they make available to us. 

Mr. Forsyrue. The Bureau’s material is open to you any time you 
want to go and see it ? 

Mr. Sempman. They have always assured us of that, and unfortu- 
nately we haven't been able to take advantage of the opportunity 
often enough. 

Mr. Forsyrner. Mr. Riley, for the record, do you have any rougn 
idea as to how many AFL workers are under contracts that have 
escalator clauses ¢ 

Mr. Riney. It will run, confined to AFL workers—Miss Scatter- 
good has those figures. 

Mr. Seman. Most of the railroad unions are AFL, and there are 
at least a million there, and there are probably contracts all over the 
country. So it is fair to estimate at least over one million AFL 
workers, 

Mr. Ritey. I would judge roughly one miilion and a quarter. 

I think, incidentally, an observation is appropriate at this point. 
The growth of escalator clause contracts, it seems to me, is quite a 
tribute to the validity of the BLS figures, because, of course, obviously 
they rest on that fulcrum there. 

Mr. Sreep. I agree with you it is very good evidence of it, and in 
that connection—and you have covered this point in your statement 
here, but I would like to make a little more emphasis on it—we have 
had the charge made here that the Consumers’ Price Index has been 
used as a fraud on the workers by being passed off as a cost-of-living 
index; and the charge has also been made that the Bureau of Labor 
Statistics has been guilty in aiding and abetting that fraud. 

I know, of course, from the statements you have already made, that 
you do not agree with that. 

Mr. Rinxy. That has been made in other testimony. 

Mr. Sreep. And IT would like to have you restate how you feel as 
toward a charge of that sort. 

Mr. Rivxy. Again, I would ask if any of the three of my com- 
panions would like to comment on that. 

Mr. Ersretn. I would say without hesitation it is a false charge. 
without basis in fact. and purely political in nature, to diseredit both 
our democratic institutions and our democratic labor organizations. 

Mr. Ritey. We are witnesses in favor of the integrity of the BLS 
figures. 

Miss Scarrercoop. IT am sure I would endorse what Mr. Epstein 
says. 

Mr. Sermpman. And TIT would, also. 

Mr. Forsyrue. I have one question on the point that you made con- 
cerning the maintenance of the old index. T would like to press vou a 
little further on that, on how long vou think that would be necessary. 
Hypothetically, IT would suppose you would have to keep it forever, 
as long as one or two unions had in their contract the old index. 
Would you be willing to limit vour suggestion in some way to ceive 
us an idea of the time? Assume a new index comes out ina vear: how 
long after that would you think that they would have to maintain two 
indexes? 
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Mr. Sewwman. The problem has arisen because the Bureau has two 
revisions under way, one of which is completed and one of which is 
still in the works. It has completed this interim revision, and it now 
regards that as the revised index. 

In addition to that, sometime in 1952 it will revise this now revised 
index, and in terms of what it has called its long-term revision. 

Now, I would assume, although I say that with some hesitation 
because I am not absolutely sure, that once the long-term revision 
has been made, there would, I guess, be general acceptance of it, and 
within a very short time it would be possible to drop the so-called old 
index. 

We don't see any reason why the old index should be dropped as long 
as So many contracts are geared to it; and as long as the other revision 
is in the works anyway, we don’t think it is too much to ask that the 
old index be continued at least until such time as the long-term 
revision is ready for publication. 

Mr. Forsyrne. Then your point in your direct statement was 
pointed toward the interim index as compared to the old index, and 
not the new index. Once the new index comes out, within a short 
period of time after that you would think that the users would shift 
over to that ? 

Mr. Sripman. That is my present guess. 

Mr. Eprsrern. If contracts provide the use of the old index, and 
an appreciable number, I think, would, I think that they should have 
available to them the use of the old index if their contract provides 
specifically for the use of the old index. 

Mr. River. I think time will take care of that, Mr. Chairman. 

Mr. Sreep. On behalf of the subcommittee, I want to express to 
you our appreciation for your appearance here. 


Mr. Riney. And we want to thank you very much, Mr. Steed. 

Mr. Strep. The subcommittee will stand in recess until 10 o’clock 
Thursday morning. 

(Whereupon, at 12 o’clock noon, the hearing was recessed until 10 
a.m., Thursday, May 24, 1951.) 
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THURSDAY, MAY 24, 1951 


Hovsr or Representatives, 
SUBCOMMITTEE OF THE COMMITTEE 
on Epucarion AND Lagor, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 429 
of the House Office Building, Hon. Tom Steed (chairman of the 
subcommittee) presiding. 

Present: Representatives Steed, Wier, Howell, and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. Forsythe, gen- 
eral counsel; David N. Henderson, assistant general counsel; John 
O. Graham, minority clerk; and Russell C. Derrickson, investigator ; 
all of the Committee on Education and Labor. 

Mr. Hussey. Mr. Stephen M. Du Brul, executive in charge of the 
business research staff of the General Motors Corp., is the first witness. 

Mr. Sreep. Mr. Du Brul, if you will further identify yourself 
for the record, and also include some information about the members 
of vour staff with you, then you may proceed with your statement. 


STATEMENT OF STEPHEN DU BRUL, EXECUTIVE IN CHARGE OF 
THE BUSINESS RESEARCH STAFF, GENERAL MOTORS CORP., AND 
MEMBER OF THE BUSINESS RESEARCH ADVISORY COMMITTEE 
OF THE BUREAU OF LABOR STATISTICS, DETROIT, MICH. 


Mr. Du Brut. My name is Stephen M. Du Brul, executive in charge 
of the business research staff of the General Motors Corp., and also 
a member of the Business Research Advisory Committee of the 
Bureau of Labor Statistics. 

I am appearing here today on behalf of General Motors Corp. 
at the request of your committee. As we understand it, your com- 
mittee is interested in the construction and technical accuracy and 
integrity of the Consumers’ Price Index computed by the Bureau 
of Labor Statistics of the Department of Labor, as well as in the 
industrial-relations uses of the index. In particular, we understand 
that you desire a statement from us in respect to use of the index 
in connection with the wage-adjustment clauses of our current union 
contracts, and our appraisal of the value of these provisions in estab- 
lishing and maintaining peaceful labor relations. 

The BLS Consumers’ Price Index has been used as the basis for 
determining a cost-of-living allowance for General Motors hourly 
rate and for certain of its salaried employees. Since the cost-of- 
living allowance arrangement was first adopted on May 29, 1948, 
it has been in continuous use. 
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General Motors has 95 basic agreements with 17 international 
unions. Included are the UAW-CIO; the IUE-CIO; the Pattern 
Makers’ League of North America, AFL; International Die Sinkers’ 
Conference; United Rubber Workers, CIO; International Brother- 
hood of Electrical Workers, AFL; AFL Teamsters; International 
Association of Machinists, AFL; United Plant Guard Workers, and 
others. These agreements cover approximately 335,000 employees 
and contain the same cost of living and improvement factor wage 
provisions. 

Mr. Wier. May I interrupt you right there? How about your 
white-collar workers in the offices ? 

Mr. Du Brut. You mean, are they covered by union agreements / 

Mr. Wier. I know they are not covered by union agreement: at 
least, I do not think that they are. 

Mr. Du Brew. Very few of them are. 

Mr. Wier. But I mean, how are their increases or adjustments 
made ? 

Mr. Du Brut. I will come to that in my statement, Mr. Wier. 

Before going into the background philosophy of the General Motors 
wage formula, it might be well to explain how the cost-of-living allow- 
ance works. Its mechanics are simple. 

Regular job rates of pay are determined in accordance with the 
wage scale for a particular job classification. In addition to that 
regular job rate, employees also receive a cost-of-living allowance 
based on the BLS Consumers’ Price Index. In other words, the earn- 
ings of each employee are made up of his regular job rate, plus a cost- 
of-living allowance for each hour worked. The amount of the cost- 
of-living allowance can go down or up with the index, but in no event 
will the regular job rate be affected by fluctuations in the index. In 
other words, the regular job rate is fixed and cannot be changed ex- 
cept by agreement. If the index declines below 164.7, the cost-of- 
living allowance is then at zero and there can be no further reduction 
in wages as a result of further declines in the index. The regular job 
rate remains the same. Four times a year, on March 1, June 1, Sep- 
tember 1, and December 1, the cost-of-living allowance is reviewed 
and adjustments are automatically made, up or down, as the case may 
be, based upon the BLS Consumers’ Price Index for January 15, 
April 15, July 15, and October 15, respectively. The amount of the 
adjustment is 1 cent per hour for each movement up or down of 1.14 
points in the BLS Consumers’ Price Index. 

In May 1948, when the cost-of-living arrangement went into ef- 
fect, the BLS index was 169.3. The amount of the cost-of-living 
allowance was set at 5 cents per hour. On the first adjustment date, 
in September 1948, the BLS index as of July 15, 1948, which was made 
public late in August, had increased to 173.7. The allowance was 
increased accordingly by 3 cents. This brought it to 8 cents per hour 
for the following quarter. 

Following is a table showing the operation of the cost-of-living 
allowance by quarters since May 29, 1948. 

I will not read the figures here, but I would like to call your atten- 
tion to the fact that we also have the data shown on page 3 of my 
statement reproduced in chart form, on the chart which has been 
distributed to the committee. On the top of that chart you will see 
the Consumers’ Price Index in one panel; and below that, the way in 
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which the cost-of-living allowance has varied since it was first estab- 
Jished in 1948. Mounted on top of the various improvement factors, 
the 3 cents in 1948 and 1949 and 4 cents in 1950 are plotted in there. 
So that the gray line on that chart indicates the sum of the cost-of- 
living allowance plus the improvement factor for each year, that the 
employees got, by quarters. 

(The information referred to follows :) 








, —_ all Amount of 
Allowance effective first pay period | Based on BLS index for BLS index | cost-of-living 


afte 
after allowance 






| Cents 
May 29, 1948 . ee Apr. 15, 1948_ _- "6 sees 169. 3 5 
Sept. 1, 1948. _ - - .| July 15, 1948_- Reese 173.7 8 
Dec. 1, 1948 , a ; Oct. 15, 1948____- P 73.6 Ss 
Mar. 1, 1949._..__- ; Jan. 15, 1949 ; 170.9 6 
June 1, 1949 ne paca = Apr. 15, 1949__- es 169.7 5 
Sept. 1, 1949... _._- July 15, 1949 Y Saee 1 169.3 | 5 
Dec. 1, 1949 : 3 : Oct. 15, 1949____- : 1169.3 | 5 
Mar. 1, 1950__- poy Jan. 15, 1950__- : 1167.7 | 3 
June 1, 1950. ___- = | Apr. re 1950_ ae 1168.1 | 3 
Sept. 1, 1950__- = 4 _| July 15, 1950 * 1173.3 | 8 
5 “NS ee ae ee 5 Oct. 15, 1950 - 2176.1 | ll 
TS Ee pee See Jan. 15, 1951 ; : 4 1182.4 16 


















1 Includes 0.8 points added to sabtnge d index figure for rent bias. 
2 Includes 1.3 points added to published index figure for rent bias. 


Mr. Du Bruw. It will be noted that on three occasions, March 1949, 
June 1949, and March 1950, the BLS index dropped a sufficient amount 
to require a reduction in the cost-of-living allowance, and no com- 
plaints of any kind were received from employees. Incidentally, on 
each of the three occasions when the cost-of-living allowance was re- 
duced, General Motors reduced prices of its automobiles. 

For eligible salaried employees, the cost-of-living allowance is paid 
in a lump sum at the end of each quarter. This is the question you 
asked me, Mr. Wier. The amount of the adjustment is $5 per quarter 
for each movement of 1.14 points in the BLS index. At the outset, 
in May 1948, the allowance was $25 for the first quarter of the opera- 
tion of the cost-of-living allowance. As the BLS index has increased 
or dec reased, the amount of the allowance has been adjusted up or 
down $5 for each change of 1.14 points in the index. 

For the quarter ending June 1, 1951, the allowance for salaried em- 
plovees will be $80, to be paid in a lump sum in June 1951. 

In addition to the cost-of-living allowance, General Motors’ labor 
agreements include an annual improvement or productivity incentive 
factor. I wish to emphasize that the annual productivity incentive 
increase is closely related to the cost-of-living allowance and is a very 
nnportant part of the over-all wage formula. 

The annual improvement factor is an annual increase in regular 
job rates paid to employees. Under the 1948 agreements, which were 
for a 2-year period, the amount of the annual productivity incentive 
increase was 3 cents per hour for each of the 2 years. Under the 
5-year agreements now in force, the amount of the increase is 4 cents 
per hour per year for each of the 5 years. The annual increases are 

added to and remain a part of the regular job rates by job classific: 
tion. They are not subject to adjustment with the BLS Consumers’ 
Price Index. 

So much for the mechanics of the cost-of-living allowance and the 
annual productivity increase. I will now outline the background 
philosophy behind the agreements. 
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Even before 1941, General Motors recognized the need for develop- 
ing a workable and fair method of determining wage rates, one that 
would recognize the equities of our employees as well as those of the 
owners of the business, customers, and the public generally. What we 
sought was a sensible alternative to the determination of wages by the 
pressures growing out of employee dissatisfaction, unrest, and union 
politics. Periodically such pressures would flame into crises—strikes 
or threats of strikes, that were bad not only for General Motors but for 
the country asa whole. From our standpoint, a better method of wage 
determination was a must. 

We began seriously studying various wage-adjustment plans that 
had been adopted by other companies from time to time. We inter- 
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ested ourselves in various plans advocated by economists and others 
that we thought might be ‘ ful to us. Our studies covered cost-of- 
living adjustment plans. Many companies had used the so-called 
sliding-scale idea in the past. 

The cost-of-living formulas interested us, but their shortcomings 
were recognized. Our studies were not encouraging, because most 
companies ; which had tried them abandoned these plans. 

Our president, Mr. C, E. Wilson, who had given the subject a great 
deal of thought, came to the conclusion that if an annual improvement 
factor increase were added to the cost-of-living formula, a more work- 
able solution would result. On this basis, the worker’s standard of 
living would not be impaired by sharp rises in living costs. In addi- 
tion, his standard of living would be progressively improved through 
sharing directly in the over-all improvement in efficiency of the 
country. 

We then made a study of the best information available on what h: tn 
been the average rate of technological improvement of the country 
a whole over a “period of about 50 years. The answers obtained were 
varied, depending on the interpretation of available data. But from 
the information obtained, it appeared that there was agreement to 
this extent: Over the last 50 years the country had improved tech- 
nologically at an annual rate of from about seven-eighths of 1 percent 
on the low side to more than 3 percent on the high side. 

Before these studies could be concluded, World War IT came upon 
us, and with it the creation of the National War Labor Board. As 
will be recalled, the Board developed what was termed the Little 
Steel formula as the yardstick for wage adjustments during the war 
period, 

Early in 1946 there was an 18% cent per hour national pattern 
increase, Which started in the steel industry and had the sanction of 
the administration. In the spring of 1947, a review of General 
Motors wage rates in relation to the cost-of-living index showed that 
our employees were again lagging behind in real purchasing power ; 
that is, as compared w ‘ith prewar. We negotiated an increase of 1114 
cents and six paid holidays. 

In fact, during this period of 1941 through 1947, we found that as 
our wages lagged behind the increases in the cost of living, pressure 
would develop from the unions, employee dissatisfaction was created, 
and a crisis would develop, generating emotional turmoil in the 
plans—subsequently, wage raises would be negotiated to equal or 
more than compensate for the increase in living costs. This expe- 
rience was not unique with General Motors. If anything, it was quite 
typical of employers generally. 

In view of this experience, we felt that we needed to develop some 
principles of wage determination that would do away with pressure 
or shot-gun bargaining on an annual basis, that involved strikes or 
threats of strikes—with all of the heat and passion such situations 
engender. It was our considered judgment that an agreement pro- 
viding for a cost-of-living formula, together with an annual oka . 
tivity incentive factor, in a long- term contract, would be sound i 
principle and would serve the long- term interests of all cone feat 
employees, owners, customers, and the public. 

By 1948 our,studies were well along, and we felt it was a proper 
time to submit to the unions proposals based on the philosophy we had 
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been developing since 1940. Before making any specific proposals we 
formulated and submitted to the unions five general principles thai 
embodied our thinking on a fair method of determining wages. 
These principles are: 


1. That it is logical, fair, and reasonable to maintain the purchasing power 
of an hour’s work in terms of goods and services the employee must purchase 
in his daily living. There may be some backward countries where the mass of 
the people are on a subsistence level and where, as an aftermath of wars 0) 
partial crop failures, the standard of living has to be reduced, but this certainly) 
is not the case in our prosperous Nation. 

2. That all Americans look forward to improving their condition, and that 
workmen along with other citizens are entitled to share in the advancing pros 
perity of the Nation. If workmen are denied any increase in hourly wages and 
they can look forward only to a better standard of living through reduction of 
prices, the process for them is terribly slow; and in many cases the products 
they are producing, especially in the heavy goods industries, are not the ones 
they are consuming themselves. Workmen will apply themselves better to 
their work when they can see directiy that they are getting somewhere. 

3. That the way to advance the Nation's prosperity and achieve higher standards 
of living for all is through science and technology, taking advantage of better 
tools, methods and organization, and substituting machines and mechanical 
power for human backs. 

That to produce more with the same amount of human effort through tech- 
nological improvement is a sound economie and social objective that discards 
the false philosophy of made work, featherbedding, and the erroneous idea that 
machines take the bread out of the workmen's mouths. 

That cooperation and peace rather than strife and industrial warfare will 
best promote the prosperity of the employees, the company, and all the people; 
and even strengthen the Nation. 

Our experience under the 1948 2-year agreements was very gratify- 
ing. Our employees seemed to grasp the meaning of the « annual pro- 
duc tivity incentive increase and the cost-of- living adjustments from 
the outset. Even on the three occasions when the cost-of-living al- 
lowance decreased due to decreases in the BLS index, there was no 
resentment reflected among the work force. An agreement had been 
made and was lived up to by both sides. In this 2-year period Gen- 
eral Motors achieved the lowest record of time lost as the result of 
work stoppages than at any other time in General Motors’ history of 
relations with unions. (In 1949, less than 17 minutes, on the average, 
per man per year, were lost due to this cause.) 

The successful operation of our 2- -year agreements encouraged us 
to consider an even longer commitment in 1950. We were able to 
work out 5-year agreements with all of the 17 international unions 
we deal with, and who represent approximately 335,000 of our em- 
ployees. 

The 5-year agreements negotiated in May 1950 carry forward the 
two basic prine iples underlying the wage provisions of the 1948 con- 
tract: (1) That hourly earnings should maintain a fixed real value 
in terms of living costs, and (2) that, in addition, hourly earnings 
should be increased annually in terms of purchasing power, so that 
employees participate directly in technological advancement and, 
therefore, in an improved standard of living. | 

The cost-of-living allowance formula was continued without change. 
The annual improvement factor was increased from 3 cents per hour 
per year to 4 cents per hour per year. Our experience under the 
2-year agreements led us to the decision that we could grant this in- 
crease Without impairing the proper balance of return to the owners, 
employees, and the customers. 
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The annual improvement factor increase is based upon a very im- 
portant consideration which is set forth in the agreement as follows: 

The annual improvement factor provided herein recognizes that a continuing 
improvement in the standard of living of employees depends upon technological 
progress, better tools, methods, processes, and equipment; and a cooperative 
attitude on the part of all parties in such progress. It further recognizes the 
principle that to produce more with the same amount of human effort is a 
sound economic and social objective. Accordingly, all employees covered by 
this agreement shall receive an increase of 4 cents per hour, effective May 29, 
1950, and an additional increase of 4 cents per hour annually on May 29, 1951; 
May 29, 1952; May 29, 1953; and May 29, 1954; which will be added to the 
hase rate of each wage classification. 

We believe that full acceptance by both parties of the fact that 
higher living standards depend upon technological advancements, 
mechanical power, and better machines; and the cooperative attitude 
of all parties in such progress, is a very significant step ahead in 
labor-management relations. 

The benefits of technology in raising the standard of living in a 
country can be dissipated through strikes, work restrictions, feather- 
bedding, absenteeism, and an artificially short workweek. Without 
a clear understanding regarding this matter we would not have had 
the courage to promise in advance a yearly increase in real wages. 

In our view, the wage formula should not be viewed as an isolated 
feature of our labor agreements. Rather, the wage concept is an 
integral part of a contractual relationship developed over a period 
of many years. The agreements clearly define management's respon- 
sibility to manage the business, and they also define and protect the 
rights of the employees and the union. 

The agreements also provide for a comprehensive procedure for 
handling any disputes that might arise over the application of the 
terms of the agreement. This 1s important in the day-to-day admin- 
istration of the agreement in the plants. 

Looking to a practical and more effective administration of their 
agreement, General Motors and the UAW pioneered the impartial- 
umpire system in the automobile industry 10 years ago. The impartial 
umpire is jointly selected, and his fees and expense are jointly paid. 
He rules on any disputes over the application of terms of stipulated 
sections of the contract which the parties cannot resolve themselves. 

It should be emphasized that the umpire is not a substitute for 
collective bargaining. He cannot make rulings on matters not covered 
by written agreement between General Motors and the union. But 
within these limits, that is, the limits of the terms of the agreement, 
the umpire’s decisions are binding and in every case have been accepted 
by both parties. It should be added that only a fraction of 1 percent 
of the cases come before the umpire. The remainder are satisfac- 
torily resolved by the parties themselves at the local level, in the plants 
where they occur. Similar provisions for an impartial-umpire pro- 
cedure are contained in the other General Motors collective-bargaining 
ugreements. 

Practical provisions for establishing fair work standards and for 
resolving any disputes over work standards that might arise are also 
contained in these agreements. 

General Motors and these unions have pledged themselves to use 
the orderly procedures in their agreements to resolve any disputes 
that may arise between them, and we have also mutually pledged 
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that there shall be no lock-out, strike, slow-down, curtailment of, or 
interference with production during the life of the agreement in any 
dispute on matters over which an impartial umpire has jurisdiction. 

The union security problem has been solved on a practical basis 

Another major part of our 5-year agreements is the pension and 
insurance package. We feel it is reasonable for General Motors to 
assist its employees to the degree possible in protecting themselves 
against the individual hazards of life. Thus, we have provided a 
sound, funded, noncontributory pension plan integrated with Federa| 
social security. 

Our agreements also provide for an insurance program, including 
croup life insurance, accidental-death benefits, continuing life insur- 
ance upon retirement, at no cost to the retired employee, total and 
permanent disability benefits, sickness and accident benefits, and hos- 
pitalization and surgical coverage for the employee's family as well 
as himself. 

Each of these agreements contains a waiver clause in which each 
party has waived the right during the life of the agreement to make 
demands, and has agreed that the other party shall not be obligated 
to bargain collectively with respect to any subject matter, whether 
covered by the agreement or not specifically referred to in the agree- 
ment. In other words, each of these agreements is for a 5-year term 
with no provision for reopening for whatever reason. 

The basic provisions of these agreements were hammered out 
through collective bargaining, and have stood the test of time. 

Our experience under the agreements containing the cost-of-living 
allowance and annual improvement factor shows that they encourage 
cooperation, assure stability, and make possible the teamwork neces- 
sary for maximum production. 

Thus in 1950 General Motors broke all previous production records 
in all its plants. Likewise in many cases the plants exceeded what 
was considered to be the capacity of the plants. The good attitude 
of the workman at his machine or at his bench has contributed to 
these production accomplishments. This attitude has resulted from 
the workman’s recognition of the fairness and equity of the 5-year 
agreements. 

The result of the 5-year agreements has been harmonious relation- 
ships in General Motors. To disturb these relationships would cer- 
tainly mean loss of productive efficiency, and might mean economic 
disturbances, labor disputes, interferences with the effective mobili- 
zation of the national resources, and impairment of national unity 
and morale. Permitting these agreements to continue in effect, on 
the other hand, will permit General Motors to contribute the maxi- 
mum to the national productive effort. 

Mr. Sreep. Mr. Du Brul, vou made some reference in your state- 
ment to the understanding that the employees generally had of what 
this agreement contained. Was any particular educational program 
inaugurated among the workers after the original agreement was 
entered into, or was that made known to them through the routine 
union channels? 

Mr. Du Bru. Actually, Mr. Steed, the union put on a very effective 
and intelligently organized educational campaign to explain to all 
of their members just exactly what this meant. That campaign evi- 
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dently was very effective, because as soon as it was explained to the 
employees they understood it. 

Mr. Sreep. You would say that in any situation where a contract 
of this nature was initiated it is good practice for a thorough educa- 
tional campaign to be put in so that they will understand it and there 
will be no misunderstanding down the road ¢ 

Mr. Du Brut. That is true not only of such a clause but all other 
clauses, because if the men don’t understand them, they will not 
accomplish their purposes. 

Mr. Sreep. Would you be in a position to give any opinion as to 
what, at least on the level of the union representatives, but more 
especially the rank and file union member, as to what knowledge he 
has of the index itself, and how it is arrived at, and that sort of thing? 

Mr. Du Brow. I do not think that I could give you any first-hand 
knowledge. I think they all know what the level of the index is, 
because as soon as it comes out, lke it did yesterday, the papers 
carry it, and immediately indicate the amount of the cost-of-living 
adjustment that will be made as a result of that index, so that it is 
common information throughout all of our communities within 24 
hours. We also post notices on the bulletin board as soon as the BLS 
announces it publicly, and those notices go up on our boards so that 
all of the employees know how much the cost-of-living allowance is 
going to be for the next quarter. 

Mr. Wier. I can understand the successful operation of the applica- 
tion of this index to vour wage scales in the case of GM, but I have 
been trying to ponder here whether a small, very competitive company, 
not too small but in a very competitive field, could do likewise. I am 
thinking in these terms: Motor cars have gone up, shall I use the word 
“terrifically,” in the last 10 vears. 

Mr. Du Brun. No more than the cost of living. 

Mr. Wrer. Would you put the car on that same basis 4 

Mr. Du Brew. The increase in our prices in Chevrolets, as shown 
by the BLS index, and without allowance for the quality improvement 
factor, shows about the same increase as the cost of living itself. In 
other words, it is about the average for the country. 

Now, that does not mean all makes have gone up equally. We think 
that our competitors’ prices have gone up more than ours, and we think 
we can show that. 

Mr. Wier. I would expect that. That is one thing that disturbs me 
here: That in a field such as the automobile field, where it is limited 
to a few companies, all of the cars of the country, it 1s not difficult, 
no matter how the stress is on the going up, you can keep pace with 
that. But I am thinking of the position that I occupied before com- 
ing here—I was chairman of the board of directors of a work-glove 
factory, where the competition is just keen—and trying to apply this 
formula to that income of ours, where we could not raise the prices 
without engendering some losses because of this competition. 

You have taken on here, in a rather short period of time, a 16-cent 
increase, have you not, based on this? 

Mr. Du Brut. The total is now 16 cents, yes; and today it goes to 
19 cents. 

Mr. Wier. You have taken that on, and there is no doubt but what 
it can be absorbed Without any danger to your financial structure. But 
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I will be reminded, when you raise the price of the cars again, “Well, 
here we go again, in this spiral.” 

I am just thinking that the adoption generally in business of this 
formula might not work out as successfully as it is in big corporations 
where they can absorb it. 

Mr. Du Brot. I would like to offer a comment on that, Mr. Wier. 
based on my own research in the matter. If you study the history of 
wages in the United States, and in every other country that I know of. 
wherever there is any substantial increase in living costs, wages are 
going to go up, too. And the history of wages in the United States 
is that if living costs have gone up and any employer doesn’t raise 
his wages in some reasonable time after that, and somewhat reasonably 
in keeping with it, one of two things is going to happen: He is going 
to lose his work force, or he is going to have labor trouble. 

Mr. Wirr. It took the employers of this country a long time to de- 
velop that philosophy. 

Mr. Du Bret. That has been the history of it far back, unions and 
nonunions; and if you take the areas where there are no unions, and 
the period of our history where unions were of very little force, that 
same rule applied. 

I have traced that history back as far as we have got the figures, to 
1910, and that is what it looks like. 

Mr. Wrer. Let me ask you this: There is a lot of importance at- 
tached to the job that we have got here, because it has been pointed 
out a number of times that a variation of one or two points in this 
broad field of trying to make a determination, swings, either to the 
right or to the left, a tremendous amount of money when you add it 
allup. You say the 29th of this month vou will add another 3 cents. 

Mr. Du Brun. And then we have got the 4-cent annual improve- 
ment factor coming up, also. 

Mr. Wier. I mean just the price index. What would that amount 
to, in General Motors, just that part of it ¢ 

Mr. Du Bret. It is about $8 million a penny, for our payroll, on 
an annual basis. That would be $24 million added to the payroll at 
an annual rate. 

Mr. Wier. Then you must agree, and the Bureau must agree, that 
accuracy, or as near human accuracy as we can get, is the essence in 
the value of this whole index. Because once either side loses confi 
dence or starts a campaign of discrepancies, there is a lot involved, is 
there not? 

Mr. Du Bret. There certainly is. 

Mr. Wier. How close a scrutiny has your company made of the 
function of the Bureau, in order to make yourself Hable for these one 
or two points over there? 

Mr. Du Brow. I had to make the recommendation on that myself, 
in 1948, because when this issue came up as to whether we could put 
that clause in, because the contracts with the BLS over the years have 
been largely under my jurisdiction, that was the $64 question that I 
had to answer: Did T have sufficient confidence in the index of the 

sureau of Labor Statistics te recommend it for our use in this 
connection ? 

Personally, and with the members of my staff, over the years I have 
had very close cooperation with the BLS, in many respects, not simply 
on this index but in the wholesale prices, and in the area of wage sta- 
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in the area of their information on industrial disputes, 
And, based on the experience that I and my statf had 


tistics, and 
and so forth. 
had, we had no hesitation in recommending this as a dependable basis 


for our use. 
Mr. Wier. On the basis of that position, and that statement, 


have had some comments here that there is a tendency on the part of 
the labor groups to feel more in a position of security with a tripartite 
organization at the top, and not an administrative, but to sit in as 
advisory and to be able to look into the picture. Are you in agree- 
ment with that thought ¢ 

Mr. Du Brut. I think it would depend upon what their function 

.Mr. Wier. You are fi eel ar, as I see from the hearings, with the 
fact that the BLS has these three advisory committees. Certainly, 
in respect to the members of the Business Research Advisory Commit- 
tee, they have been selected because of their close familiarity with the 
field in which the BLS works, and their experience in that area, and 
their professional and technical competence. 

Now, there is no bargaining with the Bureau on the part of the 
Business Research Advisory Committee. We are asked to give our 
judgment on technical problems, and we give it as individuals. We 
do not even make a majority recommendation. The Commissioner 
listens to the discussions, and there may be a majority opinion, but 
it is not counted by heads. That is, two out of three may feel one way 
on a certain point, and one out of three another way, but that is not 
governing in any respect. So we do not engage in bargaining with 
the BLS. 

The minute that you set up one of these so-called tripartite organi- 
zations to deal as a group with the BLS, I think that there would be 
some implication that the group was bargaining with the BLS on 
technical matters. It seems to me that it would be something like 1f 
we were going to bargain on the length of a yard. This index is a 
vardstick. The bargaining should be done in what you do with the 
vardstick after vou have got it, that is, the price of cloth per yard, 
but vou can’t bargain about the vardstick, too. 

That would not mean that there might not be times when the Com- 
missioner, as he might see fit, would like to have all of the members 
of all of his advisory groups together at once, to make a statement to 
all of them, so that there would be no question about what he said to 
any one group in the absence of the others. 

T have not diseussed that, either with the members of the Business 
Research Advisory Committee or with Mr. Clague. But if it began 
to show any signs of getting into bargaining with the Bureau, I, for 
one. would get out. 

Mr. Wier. Mr. Chairman, the time is getting short, and I do not 
want to take over all of the time. So TI will pass for the other members 
here who might want to ask some questions. I had some more ques- 
tions, but we have a very limited time here. 

Mr. Howrt. Mr. Du Brul, this improvement factor for produc- 
tivity is4 cents a vear; is that right? 

Mr. Du Brut. Yes; it is 4 cents a year now, Mr. Howell. 

Mr. Howex.. Would you guess that if you had not had possibly 
some inerease in the cost of materials, and so forth, that the increased 
productivity, plus the labor peace, and so forth, brought about by this 
si eement, ‘would enable vou to absorb that without any great lessen- 
ing of your profits or any need to pass it on to the consumer? 


we 














CONSUMERS’ PRICE INDEX 
Mr. Du Brut. We think “yes,” very definitely. We believe that; we 
are satisfied with that. We are satisfied that we can get that back, 

and still have something left to give the consumer in the way of a 

better product or a lower price. 

Mr. Howetx. At the present time, if there were no controls, could 
this cost-of-living increase of 3 cents, or whatever it amounts to, prob- 
ably be absorbed, too, so that you would not have to ask for an increase 
in price of cars? 

Mr. Du Brun. Well, it has been our feeling from the beginning that 
the general changes in the price level are something that both we and 
the employees have to adapt ourselves to. We don’t control that in 
our operations, obviously, because big changes in price levels come 
from factors distinctly other than wage adjustments made after those 
price changes take place. Our research indicates that there has never 
been a substantial increase in prices that has not been preceded by a 
very substantial increase in the money supply of the country, and vice 
versa, so that it is the monetary fiscal policy that governs the price 
level. And there is nothing for businessmen and the workmen to do 
except to adapt themselves to it. 

Mr. Howe tt. I think you said the acceptance on the part of the 
employees of this present contract, with the various factors in it, had 
been good, and that there had not been any unrest or grumbling, or 
anything of that sort. 

Mr. Du Brow. It was good enough for the first 2 years that we were 
willing to try it for 5 more. 

Mr. Howetw. That is all. 

Mr. Var. Mr. Du Brul, what percentage of the cost of your finished 
product is represented by wages? 

Mr. Dv Brow. If you mean in our own operations 

Mr. Varn. Yes. 

Mr. Du Brot. I think that I can approximate that this way—I can 
only depend on my memory, and IT would like the right to correct this 
in the record if I am wrong—but it would be approximately of this 
order: that of our net sales, about half of it is paid out for supplies, 
fuel, power, in-bound freight, and other services that we purchase, 
giving us about a 50 percent value added; and of that, about a third 
of the value added is paid out as payroll, the other two-thirds being 
paid out for all other costs, overhead, taxes, and profits. 

Mr. Var. You mean one-third of the remaining 50 percent after 
the cost of supplies? 

Mr. Du Brut. It is about 27-28 percent of the sales dollar, as I re- 
member that; a little over half of the remaining; yes, that would be 
more correct. 

Mr. Vai. Has that changed materially over the range of the last 
10 years? 

Mr. Du Brun. We would have to leave the war out. My memory 
on the war figures is not very dependable, but I do recall this, that 
postwar and prewar, on commercial articles, that is, after we really 
got back into full production in 1947, it is about the same: ves. We 
still pay out about 50 cents in the dollar to supplying industries, of 
which most of that becomes payroll in their cases; and a little over 
half of what we have left, we pay out as payroll to our own organ- 
ization. 

Mr. Var. How do the wages of the General Motors Corp. compare 
with other industries in Detroit in other fields? 
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Mr. Du Bruw. In Detroit, you mean ? 

Mr. Vat. You cannot apply that to automobile workers, but I am 
taking into consideration now machinists that are in general use in 

various industries, and how does your wage rate compare with theirs ¢ 

Mr. Du Brut. Well, that gets very complicated. The BLS itself 
has made very elaborate studies comparing wage rates paid for pre- 
sumably comparable jobs in different cities and different industries. 
Of course, this wage pattern tends to be all over the lot. 

‘I can just say, on the basis of some of the averages rather than in 
specific classifications, before the war the automobile industry was 
probably the highest paid industry in the mechanical fields. There 
were a couple of industries that paid higher hourly wages than the 
automobile industry—I believe printing did, and construction, and 
coal mining did—but the automobile industry was about the highest 
paid mechanical industry. 

Now, since the war, I am not certain that that position is still so. I 
havea feeling that some other industries went ahead of the automobile 
industry during the war. I believe iron and steel did, or at least came 
up to our level. 

Mr. Vai. I was thinking of Detroit particularly, and you have no 
steel mills in Detroit; have you? 

Mr. Du Brut. Yes; we have a number of small steel converters, and 
we have one yery large steel company, the Great Lakes Steel Co. And 
then Ford, of course, has a substantial steel plant there. 

Mr. Var. Would you not say that the wage scales of the General 
Motors Corp. would have a material effect upon the wage scales of 
other industries, and would not the other industries have to become 
competitive to the establishment of General Motors ¢ 

Mr. Du Brut. To the extent that we are in the same labor markets, 
1 presume so, and we have to compete with them, too. 

Mr. Vari. Speaking of technological advancements, have you noticed 
that they have materially lessened employment over recent years, or 
would you say the contrary was true? 

Mr. Du Brut. Quite the contrary. You know, we have taken out 
of an automobile more labor, over the years, probably five or six times 
as much as was in it to start with, and there still is as much in it as 
there was when we started. 

Now, that may sound ridiculous, but it is true. That is, as fast as 
we displace labor in one element of a car, we use that labor in improv- 
ing the car in some other respect, or adding another feature to it. 
That record is clear. And so, there has been no diminution over the 
years in the labor requirement to produce a car, but you are getting a 
lot more car for your money and per hour of labor, 

Mr. Vatn. Would you not say, were the objective of the automo- 
tive manufacturers to reduce prices rather than advance them, there 
would be a point of diminishing advantage in rising prices, and is not 
volume a very considerable factor of interest to you to arrive at low 
costs? In other words, your costs are predicated to a very consider- 
able extent on volume, and the lower your cars are priced, the more 
you are going to sell: is that not true? 

Mr. Dv Brut. Asa general proposition, that is true. 

Mr. Varn. So that there would not be any particular point about 
your obtaining the highest price that you could obtain for automobiles, 
because of the fact that it would limit your sales? 
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Mr. Du Brun. I think so. And I think that if you look at the 
record of our prices, particularly since the war, you will find that 
there have been occasions when obviously we could have charged more 
and the public still would have paid it, but we didn’t raise our prices 
as rapidly as the market would have stood. We did not think that 
would be a very wise policy. 

Mr. Varn. You know, the price index contains a reflection of the 
standard of lIving, and includes developments that are considered 


today a necessary part of the Americ: an family’s existence—the 1 
the television, and so on. You 








radio, 
r thinking, when you mentioned the 
standard of living being improved through sharing directly in the 
over-all improvement of the efficiency of the country, contemplated 
the containment within the price index of just such things; is that 
right ? 

Mr. Du Bret. IT am not sure that I 
Mr. Vail, but let me see if I do. 
ont answer it right, you tell me. 


We think the price index should be exactly what it is, an index of 
prices, and should not go up or down with changes in the standard 
of living. It should only go up or down with changes in the prices 
of whatever standard there is. ‘That is the way that BLS index is now 
composed. 

We think that the gain in the standard of living should come 
about through the gain in the real wages through this productivity 
factor, rather than through factoring into the rise in the index 
force of rising living standards, as such. 

Now, we think that there is a bias, a 
index, 
vears, 


understand your question, 
Let me try to answer it, and if I 


any 


long-term bias, in the BLS 
which I have argued with the people in the Bureau over the 
1 have had a lot of correspondence on it. There is a long- 
term upward bias in the index arising from the fact that under their 
specification pricing for many articles, they cannot take into account 
any improved value per dollar that the public may be getting for the 
price. 

That is particularly true of automobiles and refrigerators, and I 
recall that Mr. Hollander, I believe, mentioned that in his testimony 
before the committee. The Bureau says that they have no way of 
doing it: and frankly, I don’t know how to fix it, either, yet. But by 
and large, in the short run it does not have that type of a bias in it 
it represents the price level: and our people will gain in living stand- 
ards, as against that price level, by the productivity factor. 

Mr. Varn. I have no further questions. 

Mr. Forsyrime. Do you happen to have a contract that you could 
file with the committee, Mr. Du Brul? 

Mr. Du Brot. Yes. sir. 

Mr. Forsyrur. I have just one other question. 

When you raise wages 4 cents a year over a 5-year period, that is 
20 cents, plus whatever other factors may have come in because of 
the cost of living, and does the problem of maintaining wage differ- 
entials bother you at all in getting that kind of an agreement ? 

Mr. Du Bret. With the men in the plants, you mean ¢ 

Mr. Forsyrue. Yes. It seem to me, theoretically, you can arrive 
at a high figure. and I suppose if you should get up to $3 or $4 per 
hour per man, the differentials which were in existence at the time 
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your original contract was signed, say, in 1948, would percentagewise 
have almost disappeared. 

Perhaps I am just posing a theoretical question, but it seems to 
me eventually you have to answer it. 

Mr. Du Brot. It is a question, and all I can say to that is this: In 
the first place, I have not participated in any direct negotiations with 
ihe unions, now, for 5 years, but I can simply say this, that we have 
always been able to resolve those questions by bargaining. So we 
have always worked out wage agreements in the end that must have 
been reasonably satisfactory, because the place ran under them. 

Mr. Forsyrue. I think that that is all. 

Mr. Wier. IT wanted to follow up a question, as long as there are a 
couple of minutes left. 

You mentioned a few minutes ago, one of you did, that this 5 cents 
at the end of this month will mean an increase in your payroll of about 
$8 million. What part of the labor going into a Chevrolet, or any 
of your cars, is directly reflected in GM’s payroll; or, putting it in 
reverse, how much of the labor is involved in your subcontracts? Do 
you do most of the work on a car? 

Mr. Du Brun. No. We do all of the work, or almost all of the 
work, of converting materials into a car. 

Mr. Wier. That I know. 

Mr. Du Brut. But we do not manufacture the materials, and our 
payments to the supplying industries, as | mentioned to Mr. Vail, take 
about 50 cents out of the income dollar. 

Now, with some of the other companies in the industry who manu- 
facture a smaller proportion of their product than we do, they will 
pay out 60 or 70 cents to supplying industries, including other parts 
manufacturers, who may also sell to us, and we sell to some of those 
car manufacturers, also. There is a big interplay in the thing, and 
you have to take the picture of the particular company, and the 
degree to which it manufactures the content of its own product, be- 
fore that figure has any meaning. 

Mr. Wier. My objective is this: I am trying to relate it to the city 
of Detroit generally, because it has adopted the automobile business. 
We have heard of these strikes in the motor industries, but they are 
not all GM strikes. Your Fisher Body Co., for example, and the 
people that supply your lights, and other equipment—have they 
generally adopted this in view of the experience that they have seen 
you have? They have had their labor disputes, these feeder com- 
panies, and is the adoption of the BLS index applying itself to your 
feeder companies ? 

Mr. Du Brut. I cannot answer that, Mr. Wier, exactly. The union, 
however, could, because they know the number of companies: and I 
am sure that a great many of them have, and I believe all of the card 
manufacturers have, but I am not absolutely sure about that. 

Mr. Wier. Have you exactly the same contract as Ford / 

Mr. Du Brunt. No. In this respect, in respect to this wage formula, 
I believe we have. 

Mr. Wier. The escalator clause is the same ? 

Mr. Du Brut. Yes. But the rest of the contract differs materially 
in a number of respects. 

Mr. Wier. Do you put much emphasis on the fact that this very 
highly improved morale of your employees, their productivity and, 
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let us say, their loyalty, is to a degree, at least, based upon the fact 
that they have some determination of their future wages without the 
so-called going through the strike period / 

Mr. Du Brut. Very definitely; we are certain it is a big asset. 

Mr. Wrer. That is all I have. 

Mr. Forsyrne. I had just one more question. 

Mr. Du Brul, you have contracts with a great number of unions 
other than UAW, have you not ¢ 

Mr. Du Brew. That is right. 

Mr. Forsyrur. Can you give me any idea how many of the other 
unions are signed up with the escalator clauses ¢ 

Mr. Du Brut. All of them. 

Mr. Forsyrur. Could you give us that ¢ 

Mr. Du Brot. | think that I covered that in my statement. We 
have 95 agreements with 17 international unions. 

Mr. Forsyrue. I am sorry; I was out when you read that. 

Mr. Du Brut. And we mention the principal ones there by name. 

Mr. Forsyrue. I was going to ask you to submit a list. That satis- 
fies my point on that. 

Mr. Wier. Then he made mention of the white-collar workers that 
are not in the union, and he has a program in there on those, too. 

Mr. Streep. Are there any further questions / 

Mr. Du Brul, in view of the fact that your company is looked upon 
largely as the major pioneer in the field of the use of this escalator 
clause, the committee is especially grateful to you for coming here 
and giving us the benefit of your experiences in it, and on behalf of 
the committee I want to express our thanks to you. It has been very 


helpful. 


Mr. Du Brut. Thank you. 

Mr. Sreep. The committee will stand adjourned, subject to call. 

(Whereupon, at 11:10 a. m., the hearing was recessed, subject to 
call.) 
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FRIDAY, JUNE 29, 1951 


House or Representatives. 
SURCOMMITTEE OF THE COMMITTEE 
on Epvucation AND Lapor, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 429 of 
the House Office Building, Hon. Tom Steed, chairman of the sub- 
committee, presiding. 

Present: Representatives Steed, Wier, Howell. and Vail. 

Present also: Fred G. Hussey, chief clerk; John S. wine fs gen- 
eral counsel: David N. Henderson, assistant general counsel ; : John (). 
Graham, minority clerk; and Russell C. Derrickson, investigator; all 
of the Committee on Education and Labor. 

Mr. Sreep. The subcommittee will be in order. 

Mr. Hussey. Mr. Chairman, we have only one witness today, Mr. 
Clague, the Commissioner of Labor Statistics of the Bureau of Labor 
Statistics. 

Mr. Sreep. Mr. Clague, we have asked you to come back here today 
in the form of some rebutt: al testimony to cover your thinking and the 
information you have in regard to certain criticisms and suggestions 
and recommendations that have come up in the course of the testi- 
mony since you made your first statement to the subcommittee. 

I understand you have a prepared statement. 


STATEMENT OF EWAN CLAGUE, COMMISSIONER OF LABOR STATIS- 
TICS OF THE BUREAU OF LABOR STATISTICS, UNITED STATES 
DEPARTMENT OF LABOR; ACCOMPANIED BY EDWARD D. HOl.- 
LANDER, CHIEF, PRICES AND COST OF LIVING DIVISION, BUREATI 
OF LABOR STATISTICS—Resumed 


Mr. Ciacur. That is right, Mr. Chairman. 

Mr. Srrep. In view of the fact that we are a little crowded for time, 
I was going to suggest that you submit the statement for the rec ord, 
and then go through orally and highlight the main points in it that 
you want to call our attention to; and then if the subeommittee mem- 
vers have any questions, we will have some time for that. 

Mr. Wier. Could I ask a question, Mr. Chairman ? 

Have you reviewed al] the testimony that has been presented here, 
so that you know the points that we are interested in ? 

Mr. Cracur. Yes, Mr. Wier. we have. Obviously, in my summary 
I do not touch on every point that everybody made, but we have been 
through every page of testimony that has been given here, and this is 
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iny attempt to sum up what seemed to me to be the important points 
that were of concern to you. 

Mr. Srerp. That is fine. You may proceed now with your oral 
statement of what you have covered here in your prepared statement, 

(Mr. Clague’s prepared statement is as follows :) 

(The page numbers in brackets refer to the numbered pages of 
witness prepared statement, and are referred to in his oral state- 
ment. ) 


Mr. Chairman, I appreciate very much this opportunity to appear again before 
your Committee. I want to emphasize to you that I am in no sense appearing “in 
rebuttal.” IT am quite content to have the reputation of the Bureau and its 
Consumers’ Price Index rest on the testimony that has been presented here. M) 
purpose in appearing here is to discuss some of the broad issues that have been 
raised in these hearings and to let you know the Bureau's position on issues which 
have an important bearing on the kind of index we turn out. 

When I appeared before you at the opening of the hearings, I traced for you 
briefly the history of this index and pointed particularly to certain controversial 
issues that had arisen from time to time. 1 think I pointed out also that these 
issues Came most sharply into focus at times—like those during Worid War II 
When the index was most involved in determining policy and most widely used 
in wage adjustments. Other witnesses have made the same point and much of 
the testimony here has illustrated this point. The very fact that your Com- 
mittee felt it necessary to devote so much time to this inquiry is itself evidence 
that we are once again entering such a period, and [p. 2] that we may expect once 
again a sharpening of the issues concerning the index, 


SUMMARY OF ISSUES RAISED 


These issues are mainly of two kinds: first, those which revolve around the 
integrity and competence of the Bureau and its staff in the compilation of the 
index: and, second, those substantive issues of content and methodology which 
affect the direction and rate of movement of the index. 

On issues of the first kind—those which hinge on the competence and integrity 
of the Bureau—it seems to me they come down to three questions: 

Are the Bureau's methods sound? 
Are its people competent? 
Can they be trusted? 

I think in all humility it is not my place to try to answer these questions for 
you. You have heard witness on these points; you yourselves have repeatedly 
put the questions; I think you have had the answers from others who can speak 
with better grace than I can. Certainly, I assure you that we try to maintain 
open minds and an unbiased attitude and to produce the best index we can. And 
| believe it is correct to say that the testimony has not shown any serious defects 
in our methods. 

I should like to tell you a little story that bears on this point. Not long ago 
we received a penny post card from a gentleman in [p. 3] one of the factory 
towns of Indiana. Evidently his union had recently signed a contract by which 
his wages were adjusted according to this index and so he wrote to the Depart- 
ment asked: “Who is the head man in this Consumers’ Price Index and how 
do I know there is no shenanigans?’ When I answered him I explained that 
we had been in the business a i” time and that we tried to do an honest and 
competent job, and then I reminds : him—as I should like to remind you—that 
we work in the proverbial goldfish bow] and if there were any disposition on 
our part to depart from the high standards of index-making, it would very 
quickly be known to a great many people. We have a Business Research Advisory 
Committee and a Labor Research Advisory Committee, and a Technical Advisory 
Committee from the American Statistical Association. You have heard testimony 
from members of all three. Our procedures and our figures—everything, in fact, 
except the individual reports from stores and from families which are given to 
us on a pledge of confidence—are open to inspection by whosoever wants to take 
the trouble to look at them. So, like our friend in Indiana, you can be reassured 
by what one of the representatives, of the American Federation of Labor said 
in testifying before you, that “it is free competition among technicians and users 
and makers of indexes that helps to guarantee the best type of index that we can 
expect.” 
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Now. as to the substantive issues, I should like to say this in general: as you 
mav have observed, we take great pride in this index—the pride of the craftsman 


We think it is one of [p. 4] the best of its kind in the world, 


in his product. t 
We are proud to hear others say so before this committee. We 


if not the best. 
do not feel defensive or apologetic about it. : 

At the same time, we are well aware that it is not perfect, and we think we 
know What its shortcomings are. I believe it is correct to say that there was 
hardly an issue raised at these hearings which had not been raised by us or 
with us in the past, and not one on which we have not worked or are not working. 
In saying this I do not mean to belittle in the least the importance of these 
issues. A few of them involve changes which were raised and disposed of 
during the war and which we regard as finished business. Most of them involve 
questions which are actively before us. The question of income taxes is an 
excellent example. This one was the subject of a good deal of discussion and 
a wide difference of opinion before your committee. I want to reassure you 
that we are fully aware of these issues, that we are working on them, and that 
we hope to arrive at conclusions which are correct in the light of objective 
evidence and scientific methods. Some of them present very difficult questions 
of policy; others present very difficult technical questions. I should like to 
take a few minutes to refer to some of the more important issues that were 
raised by the committee or by the witnesses who appeared before it, and to 
indicate to you the lines along which our thinking has progressed on these 
issues, 

5] RETAIL PRICE INDEX AS APPROXIMATION OF COST-OF-LIVING INDEX 

In the course of these hearings hefore vour subcommittee vou have heard a 
great deal abqut the fact that the Consumers’ Price Index is not exactly a cost- 
of-living index, and that a cost-of-living index would in some way be different 
from our present price index. Technically speaking, that is correct, but I 
would like to exphasize that these differences should not be exaggerated. One 
implication which ran through some of the testimony before you was that since 
the Consumers’ Price Index was not a cost-of-living index, it was not suitable 
for wage negotiations, for wage stabilization, or for many other public purposes. 
Because the Bureau has made it so clear that the Consumers’ Price Index is 
a price index, some people have apparently inferred that this index is for this 
reason defective or inaccurate or biased, or unsuitably or unfairly applied to 
the uses to which it is being put. This is just not so. 

In the first piace, may I repeat again what I said to the committee in my 
opening testimony at the beginning of the hearings, namely, that the very 
origin of this index in the United States was for the purpose of establishing 
wage rates in war industries during and after World War I. It was designed 
as the best practical measure of the cost of living, and was called a cost-of- 
living index. It continued to bear this name, and it continued to serve many 
public uses up until the end of World War II. In 1945 the Secretary of Labor 
authorized a change in name to the Consumers’ Price Index. This change was 
[p. 6] made in deference to a suggestion made by the committee of the American 
Statistical Association during its Wartime investigation of the index. That 
committee suggested that, since there were certain differences between a price 
index for a fixed market basket and a cost-of-living index, it might be helpful 
in public understanding if there were a change in name. 

The United States was the first country to make this change. Since that time 
a few other countries have followed our lead, and now ¢all their series consumers’ 
price indexes or retail price indexes. However, among the seores of other 
countries throughout the world where these indexes exist, they are still called 
cost of living indexes. And I want further to emphasize that, almost without 
exception, they are the fixed market basket type of index which we have in this 
country, and that they are used for the same purposes as ours is used. 

I might cite the index in Great Britain as an illustration. This was a fixed 
market basket price index on a 1914 base. It was used during World War I, all 
during the period between the two World Wars, and during World War Il. The 
market basket remained fixed, and there was no major revision of any kind made 
over that period of more than 30 years. Particularly during World War II it 
was used for wage stabilization purposes in Great Britain. All during this period 
it was called a cost-of-living index, and no one questioned the use of the name. 
The index got so out of date that in 1947 the old index was abolished and a new 
one established with a base of 106 in 1947. This is the index which [p. 7] has 
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been continued down to date. This new index has been given the name “Interim 
Index of Retail Prices.’ However, it is still used in Great Britain for wage 
stabilization during the recent postwar years and in the present emergency. | 
might remind the committee that Great Britain has a labor government which 
could hardly be accused of antilabor bias. Yet that Government uses this 
type of index for far more comprehensive controls than have been established 
in the United States. 

So it is in many other countries also. Such important countries as Canada, 
Norway, Sweden, Italy, Austria, and Western Germany continue to use the term 
cost-of-living index, and continue also to use the index for purposes we use it for 
here. Ten of the twenty Latin-American countries publish similar indexes, all 
under this same name. So far_as I can find out there is no such index in the 
Soviet Union. 

There is a second implication which ran through some of the testimony before 
your committee on this problem of measuring the cost of living. This implication 
is that a cost-of-living index would, of course, be very much different than our 
present Consumers’ Price Index. I want to emphasize to you that, as a general 
principle, this is an unwarranted assumption. 

Let us assume that there is a true cost-of-living index which measures exactly 
the changes in the cost of living. Let us assume further that our practical fixed 
market basket Consumers’ Price Index approximates the measure of these 
changes. Does our Consumers’ Price Index always fall below what this true 
cost-of-living index would be? The answer is, no. 

[P.S] For example, during World War I, T was an ambulance driver in the 
American Army. I drove a General Motors ambulance outfitted with the auto- 
mobile tires of that day. I still reeall the frequent flats, blow-outs, and other 
difficulties which we had with the tires. Could anyone today seriously question 
the fact that the ambulance of 1951 and the tires of 1951 are infinitely superior 
in quality and durability to those we had over 30 years ago? Yet this improve- 
ment is not adequately allowed for by our pricing methods. <A true equivalent 
over the years would not be the individual automobile and the individual tire, but 
the car-mile and the tire-mile. We ought to make adequate allowance for the 
fact that the tire of 30 years ago was good only for 10,000 miles, while a tire 
today would reach 45,000 miles. Perhaps some day we shall be able to work out 
this type of measurement for the compilation of the index. In the meantime, 
however, a great appreciation in quality and usefulness is not taken into account 
by our present index methods. This is only one illustration of the point I want 
to make, which is, that you cannot count upon all the variations between the Con- 
sumers’ Price Index and a true cost-of-living index being in one direction. There 
are some ways in which our price index undoubtedly does fall short of measur- 
ing changes in the true cost of living. There are other ways in which it exagger- 
ates the changes. 


RETAIL PRICE INDEX COMPARED WITH CHANGES IN EXPENDITURES 


In the Consumers’ Price Index we try to measure the effects of price changes 
on the amount of money people spend. Of course, price changes aye not the only 
reason why people’s expenditures change. People [p. 9] may spend more or less 
money because their standard of living rises or falls; because they move from 
farms to cities, or from the centers of cities to the suburbs; because they change 
their ways of living: or for other reasons besides change in price. The Con- 
sumers’ Price Index and other similar indexes the world over are designed to 
measure only the effect of price change or what it costs people to live—more pre- 
cisely, the average effect of price change on what it costs the average family to 
live. No index of this kind attempts to measure changes in family expenditures. 
Nevertheless, people often use the term “cost of living’ to mean what it costs them 
to live—their total expenditures—forgetting thaitt cost of living so defined is 
affected by many other changes besides the changes in price. If they have this 
idea, they would naturally then expect the “cost-of-living index” or “cost-of-living 
adustments” based on the index to compensate them for changes in what it costs 
them to live; and, of course, when the index doesn’t do this, they conclude that 
it is in error. 

Irom the point of view of the index maker, there are two things wrong with 
this reasoning. In the first place, it overlooks the difference between the indi- 
vidual and the average. Indexes must be designed to reflect the average experi- 
ence of a group, and there is always implicit in the use of the index the 
assumption that the individuals in the group are pretty well described by the 
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average. Of course, this is only approximately true: the average describes the 
individuals exactly only when they are all exactly the same. So the index based 
jp. 10} on the average experience of wage-earner families is necessarily applied 
to large and small families, and to high- and low-wage families. Now while it 
approximates very well the average experience of everybody, it exactly describes 
the individual experience of nobody. 

The other thing wrong with this reasoning is the notion that either a price 
index or a cost-of-living index is intended to measure changes in costs of living 
that arise from changes in standards of living. Usually when people live better, 
when they buy more or better goods and services, it costs more. This kind of 
change would be reflected in an index of family expenditures, but not in a price 
index or a cost-of-living index, Furthermore, while it would be possible to make 
an index of family expenditures, the use of such an index to adjust wages would 
lead to the circular absurdity of saying “The more I spend, the more the index 
will go up, and the more the index goes up, the more ll have to spend * * = *, 
ete.” The standard of living is not raised by automatic adjustments of wages 
based upon cost-of-living increases but by rising productivity which results in 
more and better goods and services and a higher level of consumption. ‘The cost- 
of-living adjustments are only designed to compensate wage earners for deprecia- 
tion of the purchasing power of their wages that occurs because of changes in 


prices, 


LIVING 





INDEX 





PRICE INDEX DIFFERS FROM COST OF 


in rejecting the use of an index of expenditures for such purposes, we have still 
the question of the price index versus the cost-of-living index. Let me say, then, 
how we conceive of a cost-of-living [p. 11] index and how we distinguish it from 

a price index. <A cost-of-living index, as defined in contemporary economic think- 

ing, is an index of the change in the cost of maintaining the same or an equivalent 

standard of living from one time to another, or from one place to another. The 
key to this concept is in the word “equivalent.” Properly speaking, what dis- 
tinguishes a cost-of-living index from the more narrowly defined price index is 
that in the cost-of-living index we wonld try to measure the changes in the cost of 
an equivalent market basket of goods and services. whereas in a price index we 
try to measure the same market basket. 

This is most easily seen when we think of comparisons between one place and 
another. If we wish to compare the cost of living between, say, Baltimore and 
Philadelphia. we may find that because the consuming habits are much the same 
in the two cities, a single market basket will serve as a basis of comparison, In 
such a case, an index of the difference in prices between the two cities would 
also be an index of the difference in cost of living between them, the standard 
of living being the same. 

Now, suppose we wanted to measure the difference between Philadelphia and 
London. In this case, we would find that families in these cities, whose standard 
of living was the same, select different market baskets of goods and services to 
satisfy this standard of living. The most obvious example is the preference for 
tea in London and coffee [p. 12] in Philapelphia. Another is the preference 
for lamb in Philadelphia and mutton in London. Another is the preference for 
large, powerful automobiles in Philadelphia and small, economical automobiles 
in London. If we could define the market baskets of goods and services—one in 
Philadelphia and one in London—which would yield wage-earners’ families in 
the two cities the same standard of living, then we would say that these two 
market baskets are equivalent (though not the same) and that a comparison of 
the cost of them in their respective cities would give us anu index of the difference 
in cost of living between the two cities. 

Now, whether we are comparing one place with another or one time with 
another, we find that an index of the differences in cost of living between two 
situations (whether times or places) requires that we be able to identify and 
measure the cost of these equivalent market baskets vielding the same standard 
of living. The techniques for doing this remain the important unsolved technical 
problem in cost-of-living theory. Many of us are hopeful that the lines of 
research being carried on in this Bureau and elsewhere will lead us within the 
next decade to some satisfactory solution, or at least an experimental solution, 
to the problem of measurement. 

In the meantime, we use the price index—the measure of changes in the eosts 
of the same market basket from month to month and year to vear—as a snitable 
approximation to the cost-of-living index. I might add that a well-designed and 
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well-maintained price index has been found [p. 13] to be a good approximation 
to a cost-of-living index under most circumstances. 

Just as the price index and the cost-of-living index tend to be the same over 
short distances in space (as between two nearby and similar cities), so they 
tend to become the same over short periods of time. It is perfectly clear that the 
same standard of living in two successive months will vield also the same market 
basket. Thus, the Consumers’ Price Index can be said to yield a very close 
approximation to a cost-of-living index between two dates which are close 
together in time. The index will also give a close approximation to changes in 
cost of living over any period of time during which there have not been great 
changes in consumption habits—simply because the same standard of living 
throughout the period can be purchased in about the same market basket. It is 
only when we seek to measure changes over a period of great changes in con- 
sumption habits that the distinction becomes sharp and significant. Over such 
periods the price index, rigorously defined, can be measured by a market basket 
of identical goods and services, but the cost-of-living index cannot. In general, 
it is correct to say that as changes in the consumption patterns accumulate over 
time, the distinction between a price index and a cost-of-living index becomes 
sharp, and the price index is less and less an approximation to changes in cost of 
living. It is for this reason that it is necessary from time to time to survey the 
consuming habits of families, and to define a new market basket which more 
accurately reflects Current consumption patterns. 


[P. 14] INTERIM ADJUSTMENT 


It was precisely these considerations which led the Bureau to decide on an 
interim adjustment of the index last winter, about which a good deal was said 
in the hearings. At the outbreak of the war in Korea we found ourselves trying 
to measure month-to-month changes in 1950 by an index with a market basket 
reflecting the market basket of 1935. Though we were already embarked upon 
a S-year program of studies looking toward a comprehensive revision of this 
market basket, we felt it was necessary to make some interim adjustments in 
the market basket just so the index would reflect most accurately the changes 
in prices, and approximate most nearly the changes in cost of living, in 1950 and 
1951. For this reason we modified the 1934-36 market basket and substituted 
one based on observations of the postwar expenditures of families in cities of 
the United States. This adjustment was labeled “interim” because it was based 
on estimates derived from only a limited number of cities. Nevertheless, the 
patterns were so uniform among these cities and the nature of the changes 
since 1954-36 was so conclusive that the data provided evidence convincing to 
us and most other competent observers. Though for various reasons many 
of the labor-management contracts still follow the old index. we in the Bureau 
are entirely convinced that the adjusted index is a more accurate measure of the 
changes in prices and a closer approximation to changes in cost of living now 
occurring from month to month and quarter to quarter. 


PROBLEMS ARISING IN AN EMERGENCY SITUATION 


Ordinarily, as I have said, changes in consumption habits [p. 15] are slow and 
gradual, so that changes in the market basket of the index are required only 
infrequently. In times of economic mobilization, When much of our productive 
capacity and manpower are devoted to the purposes of national security, sig- 
nificant changes can occur over comparatively short periods of time. The 
differences between the free economy of 1941 and the rationed economy of 1942, 
though separated by only a year, were greater than would ordinarily take place 
over a decade. Under those wartime conditions we did not adhere to the fixed 
market basket, but adopted a revised market basket which conformed to wartime 
consumption, with lower quantities of meats and gasoline and larger quantities 
of public transportation and automobile repairs. 

During the past few months there have been announcements of curtailments 
of materials available for consumer goods. This may lead to some significant 
changes in the amounts of these goods available to consumers. The Bureau may 
have to take steps to keep ourselves informed of changes in consumption habits 
which may drastically alter the market basket, even over short periods of time. 
To do this, we are planning to obtain information from a small, carefully chosen 
sample of city families for fairly frequent intervals in order to be able to take 
account of such changes and to introduce them systematically into the market 
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basket and the weight patterns of the index. Some of the comments made in the 
testimony before the committee have suggested that this involved a departure 
from the Bureau's policy of a pure price index based on a fixed market basket. 
I want to [p. 16] comment merely that to us it seems not a departure from our 
basic coycepts but, on the contrary, an implementation of them. The basie 
concept is not that the market basket never changes but that it changes only 
to reflect significant changes in consumption patterns. Ordinarily, in times of 
peace and stability, these changes become significant over long periods of time; 
on the other hand, if the circumstances of economic mobilization enferce sig- 
nificant changes over short periods of time, it is the significance of the change— 
not the length of time—that should be our guide. The policy that we have 
announced on this point is that we shall— 

“Set in motion as soon as possible a statistical and analytical mechanism by 
which serious changes in consumer expenditures can be detected as they occur, 
and devise a systematic procedure by which these changes would be automatically 
considered and promptly introduced into the index weight structure when failure 
to recognize them would result in a significant error in the United States all- 
items index.” 

This is no change in policy; it is a change in practice to maintain the same 
policy, in the face of extraordinary conditions. 


PROBLEMS ARISING OUT OF REVISION PROGRAM 


I should like to turn now to another major problem for the Bureau growing out 
of these revisions and other changes. In the old days, that is before the last 
war, the uses of the index for economic and collective-bargaining purposes were 
much more general and less precise than they are today. In those days the 
Bureau could:and did make revisions in the index from time to time without 
creating serious problems for ourselves or for the users. At the present time, 
however [p. 17], with the index woven into collective bargaining contracts in a 
very precise way and on a very large scale, the Bureau has to exercise much 
greater caution in carrying out its changes or revisions. 

For example, although the interim adjustment which we made after Korea was 
not completed and published until the issuance of the January 1951 index at the 
beginning of last March, all users of the index had been notified in October that 
these changes were impending. Likewise, in order to help meet the problems of 
the bargainers in adjusting to the changed index, we recalculated the adjusted 
index back to January 1950, and at the same time promised to continue the old 
index along with the adjusted one throughout the rest of 1951. Thus there will 
be provided a period of 2 full years of overlapping of the adjusted and the old 
index. We did this because we recognized that some of the users of the index 
might have problems in making the shift, especially those whose contracts were 
signed before the interim adjustment was announced. And now all during 1951 
there will be an opportunity for the conversion of contracts to the adjusted 
index, whenever the parties can agree to do so. 

We now look forward to the completion and publication of the completely 
revised index in the latter half of 1952. Just as we believe that the present 
adjusted index is a distinct improvement over the old index, we are confident that 
the comprehensive revision will vield an index much superior to either of those 
now being published. It will have in it 3 years of intensive work and the [p. 18] 
thinking of the economists and statisticians most experienced and most competent 
in the cost-of-living field. It will be based on extensive information concerning 
expenditures and prices painstakingly collected exactly for this purpose. Under 
ordinary circumstances, no one would raise the question of continuing either of 
the present indexes after the publication of this revision. Yet you! have heard 
some witnesses who have felt that the old series, because it is written into so 
many contracts, should be continued as long as there is any use for it. The 
bureau has not committed itself to the publication of the old series beyond the end 
of this calendar vear, and would in any event be most reluctant to continue it as 
an official index beyond the publication of the new revised index next year. This 
is partly a matter of expense; it is more expensive to calculate two such indexes 
than one. But even more, we are reluctant to continue to give currency to a 
statistic which we feel has already been superseded by an improved one, and 
which will become progressively obsolescent as time goes on. 

Much interest in these hearings has centered on the form and content of the 
index—particularly the changes that might be made in the forthcoming revision. 
Many of the witnesses, in answer to the committee’s questions, have expressed 


83529—351 26 





394 CONSUMERS’ PRICE INDEX 


views as to the kinds of indexes that should be compiled. The completion of the 
revision is still a year off, and many of the decisions remain to be made. In 
fact, we have been gathering data for the last 2 years on which to base many of 
these decisions. The data, however, do not make the decisions for [p. 19] us: 
they only tell us how to implement the policies which we have already decided 
upon. The important decisions are decisions of policy, and [I should like to take 
a little time to lay before you some of the policy questions with which we are 
faced. 
GENERAL POLICY QUESTIONS 


1. The coverage of the indexr.—There has always been a question about match- 
ing the coverage of the index with its uses. Since the copimonest and the dra- 
matic uses of the index are concerned with wage adjustments, there have always 
been powerful arguments in favor of an index based on the market basket of wage 
earners and lower-salaried clerical workers—those commonly covered by the 
collective agreements to which the indexes are usually applied. On the other 
hand, the index is also much used as an instrument of public policy—by the 
Congress and by the Executive in making decisions that affect the welfare of the 
entire country. Mr. Lubin, my predecessor as Commissioner, in his testimony 
before you, emphasized the very great importance of these uses, even though they 
are superficially less apparent and less spectacular than the agreements between 
large corporations and unions. From this latter point of view, it would be most 
appropriate if its coverage were as broad as possible. 

In addition to these two general uses, there are many specific ones. The 
index is used to adjust the salaries of State employees of Minnesota, to escalate 
99-year leases and alimony contracts, to adjust relief budgets, to revise old- 
age pensions—in [p. 20] fact, many kinds of commitments intended to be stabi- 
lized over long periods of time. It is asking a great deal of one index to serve all 
these purposes and serve them well. Ideally, each of these uses would require an 
index especially designed for their purpose. Up to now, our principal effort to 
design special indexes has been centered on the compilation of local indexes for 
the 34 large cities now covered by the index. The Bureau has historically recog- 
nized the need to provide management and labor with measures of the changes 
in prices city by city, especially for those collective agreements which are essen- 
tially local in their coverage: you have heard in some detail about the applica- 
tion of the index to such a situation in the contract between the St. Louis Pub- 
lishers’ Association and the 14 unions with whom they have collective contracts. 

Without minimizing all the advantages of having local data, and the confidence 
of local people in indexes based on data from their cities, we have observed that 
the differences in the changes in prices between one city and another are no 
greater than the differences in the changes of prices affecting various groups in 
the population. For example, there might be less error in using the index for 
Chicago or Kansas City or the average for the United States in a contract in St. 
Louis than in using the index for wage earners in St. Louis to adjust relief 
budgets in St. Louis. This is because both the expenditure patterns and the 
price movements for a given group of the population are rather similar among 
large cities, but both the expenditure patterns and the effective price move- 
ments may [p. 21] be very different among groups, even within the same city, if 
they differ very greatly in income level or standard of living. 

As a result of our analysis of these issues, after having consulted our advisory 
committees, we are tending toward a decision to design an index that will be 
applicable to wage earners and clerical workers. At the same time, we hope to 
be able to make supplementary indexes of the effects of price changes on other 
identifiable groups in the population. This is especially important for those 
groups who are covered by various welfare programs and who are especially 
vulnerable to changes in prices: for example, persons living on pensions and 
families receiving public assistance of one kind or another. By the same tech- 
niques, we might hope perhaps to be able to estimate for State administrations 
indexes of the effects of price change on budgets for single women, such as those 
often used in the administration of State minimum wage laws. I can say now 
only that we have recognized the problem, that we are designing our work to try 
to meet these various needs, and that the prospects at the moment are good that 
we can make some progress in this direction. 

This brings up another question: Can the Bureau produce an index which will 
apply for policy purposes to the entire population? Theoretically, the answer is 
“Yes”; but practically I think we may have to stop somewhat short of this. 
Whereas the present index is confined to large cities, the design of the revised 
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index includes cities of all sizes, for communities of 2,500 to New York City. 
In addition to city indexes such as we now have, we are planning to compile 
elass-of-city indexes for cities of different sizes and for different [p. 22] regions. 
Thus, we will be able to take the first steps toward a general index, namely, an 
index for all wage earners. Beyond this, the data we have may permit us to 
estimate indexes which will include the entire urban population, by taking into 
aceount the differences which would be introduced into the market basket by the 
inclusion of groups other than wage and salary workers, and particularly the 
extremes of high and low incomes. This would still leave us somewhat short 
of the objective. We wonld still have to tind some means of covering the village 
and farm populations. Presumably this might be done by a statistical reconcilia- 
tion of the Consumers’ price index and the indexes of the Bureau of Agricultural 
Economics covering prices paid by farm tamilies. This is not immediately on our 
agenda ; our first efforts will be to get our own indexes in good shape. 

2. The problems of pricing..—While a great deal was said about the form and 
weighting structure of the index, several of the witnesses before the committee 
quite clearly emphasized the importance of pricing in index making. This has 
long been recognized by the most acute students of this subject. The late Prof. 
Wesley C. Mitchell, one of the great authorities on index numbers, in a survey 
of the Bureau of Labor Statistics’ indexes nearly 40 years ago, observed that 
“The reliability of an index most obviously depends upon the judgment and the 
accuracy with which the original price quotations were collected. * * * To 
judge from the literature about index numbers, one would think that the difficult 
and important problems concern methods of weighting and averaging, but those 
who are practically concerned with the whole process of Inaking an index [p. 23 
number from start to finish rate this office work lightly in cotparison to the 
field work of getting the original data.” 

The Bureaw has never forgotten this advice, and a great deal of our time and 
effort is directed toward the maintenance and imprevement of the quality of the 
price data we collect. This was our problem during the war, and it was out of 
this problem that the controversy over the index mainly arose. It is a problem 
even in times of comparative economic stability, and always becomes more acute 
when extraordinary circumstances like the economic mobilization program 
supervene to interfere in the market. Apart from these extraordinary circum- 
stances, the problem is one of the dynamics of the American economy. If our 
economy were sluggish, pricing would not present so many problems. The same 
goods would remain in the market vear in and vear out, and we could, for the 
most part, price the same stock numbers or model numbers, But the American 
economy is inventive, dynamic, and restless, and so we have continuous change in 
design, materials, and manufacture of the things we use. 

The problem of pricing is to be able to identify from time to time and from 
city to city identical or comparable qualities of merchandise—as the market 
defines quality. A corollary problem is how to deal with changes when they 
occur, how to compare the prices of different makes and designs of the same com. 
modity that occur from time to time and place to place. 

Our general policies are clear. In the first place, we try as long as we can 
to price the identical article, since price change in the absence of quality change 
is the simplest to measure, for [p. 24] example, 92 score butter. On the other 
hand. when commodities are not standardized, like women’s clothes, the pricing 
is more complex, and we need a way of shifting from one item to another without 
confusing quality change and price change. When we shift our pricing of an ar- 
ticle from one quality to another, where they are both in the market at the same 
time, we assume that the difference in price is the measure of difference in qual- 
ity, and make the change in such a way that the difference in price between the 
article being dropped from pricing does not affect the level of the index. This 
gives us the flexibility to add and delete items in the pricing of the index, as we 
explained to you, without distorting the index movement. 

Even greater difficulty arises when goods are not freely available in the mar 
ket, or when, for other reasous, the market is not free to place its values on 
various goods. These situntions arise primarily in times of economic stress aris- 
ing from wars or other serious dislocations, and it is at these times that we are 
required to establish rules and procedures which will enable us to adhere most 
faithfully to the concepts and principles of the index. We are working now to 
formulate the policies to do this in the present circumstances, and in anticipation 
of further shortages and disruptions in the market. The point I want to em- 
phasize to you is that while these extraordinary circumstances may require 
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changes in methods, these changes are adaptations of practice to maintain the 
same policy. 

[P. 25] 8. Inclusion of taxes in the index —One of the principal issues allied 
to the pricing question is the question of treatment of taxes. This has been 
the subject of much discussion, both before the committee and in the Bureau. 
Our present practice is to include in the index pricing those taxes which are 
part of the price, but we exclude direct taxes. This is a reasonable, common- 
sense approach, but it presents one anomaly. As it has been pointed out, it 
means that the change in taxes in Michigan, for example, which relies on sales 
taxes for a major part of its revenue, causes the index to change; but a Change 
in income taxes in Virginia, which does not use sales taxes, has no effect on 
the index. The issue, of course, becomes particularly pointed with respect to 
the Federal income taxes, which are the heaviest and which have changed the 
most. 

There are two issues which often become merged in this argument. One 
concerns the propriety, from the point of view of good index making, of the 
inclusion or exclusion of taxes. The other is concerned with the propriety, from 
the point of view of public poliey, of using an index that reflects changes in 
taxes as an instrument for the escalation of Wayes, which could have the effect 
of shifting the burden of taxes. The first question is one with which we in the 
Bureau are concerned ; the second is beyond our province. 

We have under active consideration the question of the treatment of taxes in 
the revised index strictly from the point of [p. 26] view of good index proce- 
dure. The question of the incidence of the taxes themselves is one for the 
Congress in the first instance, and for negotiation between labor and manage- 
ment. IT might add that, in order to distinguish between these two kinds of 
decisions, in Sweden they publish two indexes—one reflecting changes in taxes 
of all kinds and one excluding all effects of tax changes, so far as these can be 
segregated from prices. 

1. Uses and misuses of the inder.—This brings me to the broader question of 
the uses—and if 1 may say so, the misuses—of the index. Some of the wit 
nesses before you have contended that the index was misused. Most of them 
were kind enough to absolve the Bureau from responsibility of the misuses. 
Their kindness, however, does not dispose of the problem that is perennial with 
us. We are forever being asked to supply information for purposes which, in 
our judgment, entail statistically questionable uses of our data. By this, I do 
not mean to cast any reflections on the integrity of the people who propose 
to use the data in these ways. These are questions of professional judgment 
in which we sometimes feel that the figures are not altogether appropriate from 
a technical point of view for the uses proposed. We have many times had 
oceasion to point this out to people who have requested the figures, but we do 
not feel that it is proper for an agency of Government to set itself in judgment 
on the users of its data by refusing to provide them. ‘Use’’ and “misuse” are 
relative terms: the index is more precisely applied to some situations than to 
others. And there are some situations where the application entails such risk 
of errors that we are reluctant to see the index used. 

[P. 27] We feel that our responsibility is to document our methods and our 
sources ; to publish all the details of index construction : to publish and document 
our policies and our important policy decisions; to open our records to scrutiny ; 
to advise when we are asked—and sometimes on our own initiative—concerning 
the prudent uses of the data. There we believe our responsibility ends, and if 
the users of the data go beyond the bounds which we consider statistically proper 
or prudent, they then take the responsibility for the inadequacy of their conclu- 
sions or judgments. 

5. General philosophy of the Bureau.—Finally, I would like to say a few 
words on our philosophy, not only on the compilation of the Consumers’ Price 
Index, but in general. This index is not the only one of our statistics which 
can have profound effects on decisions of public and private policy. At the 
moment, it is perhaps the most prominent. The Bureau also publishes exten- 
sive data on wage rates which are used as guides in the determination of pre- 
vailing wages in many industries and occupations and localities. We publish 
the official statistics of employment which are basic guides to manpower policy, 
both in times of unemployment and in times of manpower shortages. We com- 
pile the official statistics of productivity, which are perhaps most difficult and 
at the same time most important guides to economic policy. We publish the 
official statistics of housing which are the measure of the availability of new 
housing coming onto the market. 
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[P. 28] From time to time all of these statistics are heavily relied on in 
crucial policy decisions of the Government and of individuals, Our penalty for 
putting cut statistics that are needed and useful is that they are day after day 
put to the tests of utility. And in these tests, of course, the shortcomings of 
the data come quickly to light. You have heard of some of the shortcomings 
of this index; a similar inquiry would, 1 know, reveal similar defects in others 
of our basie series. I do not say this apologetically. The only kind of statistics 
in which no defects would be discovered are those which were never used for 
any important purpose. As I said to you when I first appeared before you, Most 
of these shortcomings are well known to us—indeed, in most cases, they are 
publicly known because we have been at pains to point them out. The improve- 
ment of the data is our continuous agenda. 

It is inevitable also that from time to time the data will lead to conclusions 
which will place one person or one group of people at a disadvantage in pursuit 
of some objective. At such times it is these people who subject the statistics 
to the closest scrutiny in the hopes of finding some means of mitigating the unfa- 
vorable conclusions. This is also healthy and useful for us; it assures that our 
statistics will receive the closest scrutiny. Nevertheless, it ought not to be inter- 
preted to mean, simply because the data at the moment lead to conclusions which 
are to someone’s disadvantage, that this is a sign that the Bureau is biased 
against that person or group. 

[P. 29] I am sure you have been impressed throughout these hearings, as 
[ have, with the fact that witnesses, whether critical or complimentary, approach 
this index as an institution. This is bound to be the case with an index that is 
so well known, so much used, and so old, It is part of the tradition that every 
Commissioner inherits, and, if you will permit me to say so, I feel that my 
job above everything else is to keep this tradition and the Bureau's reputation 
intact to pass ‘on to my successors. My distinguished predecessor, Mr. Lubin, 
testified very wisely from the point of view of a man who has devoted his life 
to developing and disseminating economic and statistical knowledge. He spoke 
to you about the position of the Commissioner of Labor Statistics. He was the 
tifth and IT am the sixth in a line of Commissioners over a period of nearly 
70 years. I should like to emphasize a few points on my own behalf. 

During the course of these hearings you have heard about the Bureau’s advis- 
ory committees, about consulting our users, about checking our proposals with 
other agencies and the public. Surely the Bureau, and I personally, have sought 
advise widely among the users and makers of indexes, and we have tried to main- 
tain an open mind and a scientific approach to the issues which have come up. 
I should like to make clear, however, that the final responsibility falls strictly 
upon the Commissioner. You in the Congress are going to hold the Bureau-—- 
and the Commissioner himself in particular—responsible for the soundness and 
integrity of the index. This responsibility we accept. Therefore, we do not 
always follow the recommendations which are submitted to us by our advisers, 
and could not do so. 

[P’. 30] Several times, I believe, in the course of the hearings there was 
mention of advice not taken, with perhaps the implication that the Bureau was 
not operating properly in acting this way. It would be impossible to follow all 
the advice viven us—a lot of it from time to time is contradictory. But even 
if it were not, we must ourselves make the final decisions and take full responsi- 
bility for the index. In fact, it is this policy throughout the history of the 
Bureau which has insured the integrity of the Bureau, and which has developed 
hoth congressional and public confidence in our work. I can assure members 
of this committee that that tradition is now being carried on in the Bureau 
as it exists today. 

PUBLIC POLICY 


In closing, I should like to say a few words about the part which the Congress 
must necessarily play in this whole matter before the committee. The tech- 
nical aspects of making this index are, of course, the Bureau's responsibility. 
As Mr. Lubin suggested to you in his testimony, these technical problems are 
matters with which the Congress should concern itself to the extent of making 
sure, as you are now doing through these hearings, that the Bureau is carrying 
out its responsibilities. However, there are certain phases of the work of the 
Bureau of Labor Statistics with which you should be particularly concerned. As 
the direct representatives of the people, you are the spokesmen for the needs of 
the public with respect to this index. It is you who should and, in fact, do 
decide certain important questions. 
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[P.31] First, for example, is the problem of the scope of the index or indexes 
which should be supplied through public funds. As IT said to you a moment ago, 
the Bureau might possibly prepare, in addition to the Consumers’ Price Index, 
a number of special-purpose indexes. For example, there might be an index 
especially designed for an aged couple living in retirement on social-security 
benefits or pensions. A second special-purpose index could be designed to 
measure changes in prices paid by single female workers whose wage rates are 
established by minimum-wage legislation. Other indexes might cover particu- 
larly the low-income groups of the population, professional groups, and others 
Now these involve more than technical questions; they are matters of public 
policy. 

Second, there is the question of the number of cities for which individual 
consumers’ price indexes should be prepared. At the present time, the Bureau 
publishes 34 city indexes in addition to the all-city index. which is a composite 
of all 34. We could conceivably prepare a satisfactory national index with 
fewer cities than we now have—or at least with different cities. With minor 
exceptions, none of the present 34 cities has less than 100,000 population. Por 
a good national index we should have adequate representation of cities smaller 
than 100,000, ranging down perhaps to as low as 2,500. 

The policy question involved here is this: “What are the needs for individual 
city indexes?” You will recall the testimony of Mr. Roberts, of the St. Louis 
Post-Dispatch, who emphasized the demand of the St. Louis Publishers Associa 
tion, and the unions with which they bargain, for the local St. Louis index as 
follows: 

{[P.32] “The national figure may be more than fair to people in one city, 
but it would be unfair to people in another city.” 

I can assure the committee that the demand for local indexes is a very real 
and insistent one. We have on file in the Bureau requests from more than 600 
cities throughout the United States asking to be included in the list for which 
individual city consumers’ price indexes are compiled by the Bureau. Obviously, 
a line has to be drawn somewhere: the question is where the line should be 
drawn. 

On several former occasions the Bureau has presented proposals for indexes 
in something like 100 cities, including at least one city in every State, and 
including also a reasonable list of small- and medium-sized cities. There is 
no question about the fact that more adequate representation of these smaller 
cities is needed for the national index. 

There is a related but slightly different question. That is, the frequency 
of city indexes. In the days before the last war, when prices were changing 
slowly, the national and city indexes came out once in 3 months. During 
World War II it was necessary to go on a monthly basis. Many cities were 
added to the pricing program—though not to the Consumers’ Price Index—and 
special indexes were computed. A good many of these were also on a monthly 
basis. With the cut-backs at the end of the war, these additional cities were 
all dropped, and the Bureau also found it necessary, in 1947 and 1948, to cut 
back the frequency of price collection, even though prices were changing very 
rapidly. In our present program only 10 of the individual cities are on a monthly 
pricing basis, the remaining 24 coming out quarterly, with 8 in each month of 
the quarter. On the other hand, there have been further requests for many of 
the [p. 33] quarterly cities to be put on a monthly basis. As I stated above, 
this is not entirely a technical question ; it is also a question of the need for more 
frequent data in periods of rapid price change. 

Finally, there is the problem of budget, for which the Congress has the re- 
sponsibility. We shall be going before the Appropriations Committees next spring 
with proposals concerning the new index. They include the scope of the index, 
the frequency of its publication, the number of cities covered. All these policy 
questions which I have been discussing with you will be decided by the Con- 
gress through the funds which it decides to make available, after balancing the 
needs and demands of the users of the index against the costs required to meet 
them. 

I should like to stress at this point that the Bureau, because of its technical 
responsibility for making a good index, will necessarily give preference in the 
use of funds to the establishment and maintenance of the highest possible quality 
of index. We shail urge that the Congress provide us with sufficient funds to 
continue issuing a sound and satisfactory Consumers’ Price Index from month 
to month, and further to keep this index in good repair. One of the things we 
have learned from long experience is that an index cannot be long maintained 
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in good condition merely by day-to-day operating expenditures. Periodically, 
there must be minor and sometimes even major repair work which keeps it in 
good condition, So perhaps I could say that you and the Congress will be de- 
termining to a large extent what kind of an index we are going to have after our 
revision program is completed in 1952. 

[P. 34] With respect to other questions such as the number of city indexes to 
be compiled, the size of the budget will be the determining factor. Funds can 
be allocated to adding more cities or for more frequent price collection in cities 
now included in the index. The Bureau, of course, will always expect to supply 
the Congress with alternative program proposals which may be useful in arriving 
at policy decisions on these points. 

Then, with respect to budget, there is the question of how much research and 
mMalysis should be carried on by the Bureau on a regular basis. For example, 
one of the greatest users of Bureau data has been the Congress itself—your 
various committees dealing with all kinds of legislation. At the hearing before 
our Appropriations Committee this last spring, we were asked to estimate the 
time actually spent by Bureau personnel in the direct preparation of materials 
for the consideration of the Congress. This is perhaps the most important service 
that the Bureau renders. In fact, from the very earliest days of the Bureau 
in the 1SS0’s, the Congress itself has always been one of our best customers. We 
hope that you will continue to find our services useful and valuable to you. 

Mr. Cracur. Mr. Chairman and members of the subcommittee, I 
cirected my attention here to what seemed to me the highlights of the 
testimony of the witnesses that had a bearing upon our work, and, as 
you will see, | summarized on page 2 the main issues that were raised. 

First, there were those issues that revolve around the integrity and 
competence of the Bureau and its staff in compiling the index; and 
second, those substantive issues of the content, the substantive issues 
ef the way to do things which affect the movement of the index. 

Of the first kind, it seems to me the questions come down to the 
following: 

Are the Bureau’s methods sound? 

Are its people competent ¢ 

Can they be trusted? 

And then I simply indicate to vou that IT do not Know that T am 
the best person to answer that. I think in the course of the testimony 
vou have heard many witnesses who have certified to that, and you, 
yourselves, have ample evidence to make up your minds on it. 

I have cited an illustration from recent Bureau correspondence— 
a little post card that I got from a man in Indiana, who just wrote in 
on a penny post card and said, “Who is the head man in this Con- 
sumers’ Price Index and how do IT know there is no shenanigans?” 
He indicated that his union had just signed a contract. So I answered 
him in detail, explaining to him why he could be assured it was all 
right. And I say the same to you, here. The business people follow 
our work and the labor representatives follow it also. We have ad- 
visory statisticians who check our work. In other words, we do our 
work in the public eye and in such a way that even if we wanted to, 
we would have a good deal of trouble being dishonest about it. And 
furthermore, we have, of course, no intention of doing anything but 
the very best we know how. 

Now, I would like to say something about the substantive issues. 
We do think that this is one of the best if not the best index of this 
kind in the world, but at the same time we know it is not perfect. 
There are limitations, and we are doing our best to take care of them. 

I think one of the major points that appeared in the testimony 
before your subcommittee—and T have got this on page 5 of my state- 











400 CONSUMERS’ PRICE INDEX 


ment—is the question of whether we have a price index or a cost-of- 
living index, and what is the difference between them. 

It seemed to me that a good many witnesses wrestled with that 
question. I would like tosay just a few words about that. 

One implication, it seems to me, that ran through the testimony, 
was that the Consumers’ Price Index, since it was not a cost-of-living 
index, was not useful for wage-negotiation purposes. I would like to 
emphasize that this index originated, as I said to you in the first day’s 
testimony, in World War I as a method of solving wage problems; 
and it was called a cost-of-living index at that time. It was calle 
a cost-of-living index in all of the other countries in which it has been 
set up, and those other countries have indexes of this kind. The 
fixed market basket is Just a handy way of getting at a rough measure 
of change in the cost of living. 

I have mentioned Great Britain as an illustration, to show you that 
even ina country with a labor government, which certainly would not 
be considered antilabor, they have used this term, “cost-of-living 
index.” They have a fixed market basket, and they never even revised 
it from 1914 to 1947; so they ran for 30 years with the same basic com- 
modities in it: and yet, in World War IT, they regulated wages en- 
tirely by that index. 

I am sure I am not casting any reflection on the British when T sav 
that their index over that period was nowhere near as good a measure 
of change in the cost of living as ours. 

Now, theirs got so badly out of repair that in 1947 they just had to 
abolish it. They started a new one and chose a new base of 100 for the 
year 1947, and they have been regulating wages on that index ever 
since. At that time, they changed the name, just as we had done in 
1945. 

Then in other countries, too—Canada and Norway and Sweden and 
Italy and Australia—they all eall these cost-of-living indexes, and they 
are all fixed-market-basket indexes. So far as I can find out, there is 
no such index in the Soviet Union. 

What I am trying to say is this: There is some misapprehension 
about this term “cost-of-living index.” There is a real difference 
which I will explain in a moment, but the fact is that there is a lot of 
misunderstanding about this index, Because this is a price index and 
a fixed-market-basket index, that does not mean that it is not serving a 
useful purpose or that it is not a good measure of change in the cost of 
living. That, in fact, is the second implication that I have touched 
en in my statement (p. 7). There was an implication in some of the 
testimony that if we had a true cost-of-living index, it would be a quite 
different index number than this one we have. And my answer to 
that is, “No, it would not.” It might differ in certain details; there 
might be certain quantitative differences. Sometimes our type of 
index would be higher than a true cost-of-living index, and sometimes 
it would be lower, but it would not vary much in either direction under 
ordinary circumstances. 

What I am saying to you is this: If we had a perfect index and had 
a true cost-of-living measure, it would not be so very different from 
what we have got, although it would have some elements of difference 
in it. 

I cited an illustration here on page 8 of the true difference between 
these two concepts. A true cost-of-living index would always try to 
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measure the change in the cost of an equivalent standard of living. 
Therefore different items could be included in the market basket from 
time to time. 

T used as an illustration my experience in World War I as an am- 
bulance driver. We had tires, for instance, at that time, which ran 
for about 10,000 miles, and = so very good tires even at that. At the 
present time a tire would run, 45,000 miles. 

Now, there you have an ex: aie of the problem, “What is a tire for 
pricing purposes?” We price the tire, and we try to take account of 
these improvements in quality, but we do not actually take account of 
them fully. Really, what we ought to price is the tire-mile. In other 
words, the cost of that tire in 1917 would have been spread over 10,000 
miles, at a certain cost per tire-mile. A tire-mile today might have a 
much lower cost, although the individual tire in our price index might 
show actually higher costs than it did in 1917. 

So a true equivalent, a cost-of-living index, would try to get at a 
fixed standard, which is, let us say, a mile of driving for a tire and a 
mile of the use of an automobile itself. If we had that kind of meas- 
urement, that would be a true cost-of-living index. 

What I am trying to say to vou here is that we have elements of 

value appreciation in our prices that we cannot take out and that make 
our index too high, sometimes, for a true cost-of-living index; and we 
have other variations which the witnesses pointed out to you, that 
sometimes make our index too low. So we are not measuring the costs 
of a fixed standard that would be in a true cost-of-living index. 

On pages 9 and 10 of my statement, I made a couple of other points 
which perhaps will help clear this up, in case there is still a question 
in your minds. 

Some of the testimony turned around this question of people who 
had unusual costs. T would have to point out to you that a measure 
of this sort—an index—is an average; it used the average family, 
the average circumstances, and the average situation. Therefore, its 
figures are going to fall in the middle of the group. But on the other 
hand, you can always find people who have had a much higher increase 
in costs, In one way or another, than this average, and you also find 
people that have had lower increases in costs than this average. 

In other words, you take individuals, or take even small groups 
within a large group, and they may have a ener different experi- 
ence than the general average. For example, in the city of Washington 
the average group of families that we measure may have experienced 
an increase of SO percent in the cost of ving since before the war, 
according to our index. But it is quite clear that some families might 
have had a 100-percent increase, and the cost of living for some families 
has increased only 60 percent. Therefore, you have got to recognize 
that we do not take account of all of these individual variations. 
We simply calculate the average, and that is what our index measures. 

There are other variations in families; some families are larger 
than average and some families are smaller; some families have more 
wage earners and some have fewer. These variations must be taken 
care of by the earnings, wage rates, and other devices, but not by this 
index. 

I have tried to describe in more detail on pages 11 and 12 the way 
in which we would try to measure a true cost-of-living difference be- 
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tween, say, Philadelphia and Baltimore, or Philadelphia and Lon- 
don. 

In comparing Philadelphia and London, for example, you would 
find out that in Philadelphia people drink coffee, while in London they 
drink tea. Now, that means that in the basket of one you would have 
coffee, and in the other you would have tea. For an equivalent stand- 
ard we would have to find some way of equating coffee and tea in terms 
not only of their monetary importance, but also their satisfaction to 
the consumer. That would be this true cost-of-living I am talking 
about. The market basket for London would differ in detail from the 
market basket for Philadelphia, but would be its equivalent in stand- 
ard of living. And you can see that that is going to take more study 
and research than we have yet been able to do. 

Summing it up, | want to say this: we are using a rough and ready 
tool which does a very good job, by the fixed market basket, but one 
on which more work needs to be done. We know this, and we are trying 
to do that work. 

Now, in measuring the change in the cost of living from one time 
to another, with this market basket, it has been made clear, I hope, 
that we leave the market basket fixed for long periods of time. The 
basket is presumably very good when we start out; perhaps it is 
just as good as any true cost-of-living measure we could devise. But, 
as time goes on, the market basket gets out of date and, as I cited a 
moment ago in the case of Great Britain, if that situation continues 
over 10 or 20 or 30 years, we would find that the articles in it are no 
longer being bought by most families; or else they are buying 
new things that are not in the basket. In that way a price index 
with a fixed market basket gets more and more out of date, and there- 
fore less representative of changes in the cost of living. 

Now, what do we try to do about that? We try to keep it up to 
date by making periodic changes. And as you know, we have made 
these major surveys every 15 years or so; in 1918 we made one, and 
in 1934-36, and now in 1949 to 1952. That is for the purpose of 
getting our price index and our market basket back in touch again 
with the current manner of living; with the items that make up the 
modern market basket. In between times, too, we have to keep the 
index up to date. One of our plans at present is that, in a period of 
rapid price changes and rapid changes in consumer buying habits 
such as is likely to occur in the next few years, we hope to have a 
small panel of consumers that we will check with regularly, say, every 
quarter year or every half year, to find out if there are any major 
changes in people’s buying habits. If the use of certain kinds of 
household appliances are curtailed, for example. we can find that 
out, and reduce their weight in the market basket. We ought to 
make allowance for that kind of change. If—and I say “if’— the 
change is serious enough so that we are sure that our market basket 
index is drifting away from being a good measure of the change 
in cost of living, then we ought to make some revisions and we will 
plan to do so. 

Incidentally, T want to emphasize there that if we are in a quiet 
period with very few changes in buying habits, or in prices, it does 
not matter much; we could go along for quite a while without any 
changes; but if we are in a period of great change in prices or habits 





CONSUMERS’ PRICE INDEX 403 


of buying, then we must revise the index more frequently in order 
to make it fit the manner of living we are trying to measure. 

I cited in my statement the big change that occurred in people’s 
buying habits between 1941, just before we entered the war, and 1942, 
after we got into price control and rationing. There was more change 
in buying habits in that 1 year, for instance, than might have occurred 
in 10 years under normal circumstances. 

Under those circumstances, we have to revise our index more fre- 
quently to make sure that it measures the situation. And we did it 
at that time. We took account of the rationing and changed the 
market basket accordingly. 

There is one problem that arises out of our revision program that 
I would like to mention to you. 

In the days before the war, when there were not so many firms 
and companies dependent on this index, the Bureau made revisions 
without having to worry too much about their effect on the users. 
When we made our expenditure study in 1934-36, and revised the 
index in 1939, we just did it, and then revised the index clear back 
to 1935. Later we revised it on back to 1913, but there was no problem 
of public misunderstanding. 

But when we made a change this year in this index, we had to give 
serious thought to this problem. Because so many millions of workers 
are dependent on the index, and so many hundreds of collective con- 
tracts as well as so many kinds of contracts and agreements that we 
do not even know about, we now find ourselves with much less freedom 
to proceed to improve the index. We have to bear in mind that a 
lot of people have contracts that tie to this index in a very precise 
way. This handicaps us in making changes in the index. 

We announced in October last year that we were going to make a 
change early in 1951: then when we made the change we announced 
we would carry the old index forward, as we have done. Some of the 
people testifying before you suggested we ought to carry that index 
still further into the future. We will come up to a final revision in 
1952, and then there may still be the question, “Well, should this old 
series be carried on still further than that?” We think that this 
dying index ought to be dropped. Before the war we wouldn’t have 
had this old series carried along even for a few months. This vear 
we had to do it because of its importance to the people whose fortunes 
are tied to it. 

We have provided time to change, of course, but we do have to 
recognize that eventually a change to the new index has to be made. 
So someday we hope to drop this old series and end it, and get every- 
body on the new one. 

There are a number of other policy questions that T have touched on 
in my statement. Let me run through them briefly. 

One is what people this index should cover. There were a number 
of witnesses before your committee who talked to you about that. We 
could have an index that was an average of all of the types of families 
in the United States, from the poorest to the richest, and all through 
the middle groups, including professionals, white-collar workers, busi- 
nessmen, and everybody else. 

Now, this index is being used largely for wage negotiations, so we 
are now thinking that we will probably limit the index to wage earn- 
ers and the salaried clerical worker groups, who are most affected 
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by these contracts. That means we will get as good an index as we 
can for those particular groups. 

That leads to the conclusion that it might not, therefore, be as good 
a measure of, let us say, the changes in the cost-of-living of small- 
business men, or of professional people, or of an aged couple living on 
pensions or social security or retirement benefits, or of young girls 
who are working under minimum wage legislation. You see, we can 
make a series of indexes, specialized to particular groups, if we want 
to, or we can have a general index that covers them all. 

When we end up this time, we are not going to have a general index 
that covers them all. We will have a wage-earner, salary-worker 
group that will represent the vast mass of working people in this 
country. but the index will not closely fit these other uses. Nor will it 
include agriculture. 

Eventually, we might get together with the Bureau of Agricultural 
Economics and take their index of prices paid by farm families, and 
put it together with our index of the living costs of city families, and 
get a general average index for the whole Nation, farmers and work- 
ers alike. But I think that we shall have to make improvements in our 
own index before we try that. 

This is a general policy question on which there will be a lot of de- 
bate and discussion. We are taking it up with our advisory commit- 
tees: and, as I indicated to you, we may be coming before the Con- 
eress asking for funds for secondary and specialized indexes, if there 
is enough need for them. 

Our second big policy question is the problem of pricing: that is, 
do we gather the right prices? And I quote from Professor Mitchell 
in my statement to show that this is a very important matter. All the 
calculations, the mathematics, the sampling, and the techniques we 
use must be based on a solid foundation. That foundation is the col- 
lection of the right price in each store. That, we recognize, is one of 
our most important problems, 

Some of these prices are relatively easy to collect. Butter is easy 
to price, since 92-score butter is a standard article; the law specifies 
that butter must have this quality. So when our agent goes into a 
store, he or she does not have any trouble finding the price of that 
type of article, or identifying the article on the shelves. 

But when we take women’s clothing, for example, it is a more dif_i- 
cult matter. The shirt manufacturer changes the materials, the 
style, the method of weaving, and so forth. So, we have a much 
tougher job of pricing. We do the best we can. however, in trying 
to find an identical article to price for each period. 

Another policy question that comes up is the inclusion of taxes; 
you heard a great deal about that. We do include the sales taxes and 
the normal taxes that are attached right to the article so that you can- 
not buy it without them. The cigarette, for example, costs you 20 
cents, even if 6 cents of that is for taxes. We have not tried to cut 
those taxes out. 

On the other hand. we do not put into the index withholding taxes 
and other kinds of direct taxes that are taken away from a person’s 
income before he has bought anything. Ours is an index of change in 
prices of what people buy, tangible goods, or intangible services. 
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There is one place, Sweden, in which they have experimented with 
this idea of putting taxes into the index. The Swedes run two in- 
dexes. In one they add all kinds of taxes, and they get a compre- 
hensive cost-of-living index that ineludes everything. Then they 
have another index that is like ours. 

We, as technicians, could eliminate most taxes, and could give you an 
index minus sales taxes. 

Here I would like to indicate to the subcommittee that part of this 
is a technical question and part is a policy question, ‘The technical 
question is: Could we recalculate our present index and take the taxes 
out? And my answer is. “we could, and we could give you a pretty 
good index of that kind.” 

Also, we can add in income taxes, technically, and give you an index 
including income taxes, Technically, then, we can do both of these 
modifications of our present tax procedure. 

But the policy question that the Congress and the country must 
face is this: If this index is used for wage escalation purposes, should 
we do either of these, or is our present system better? Should we take 
all taxes out and compute the index without any kind of taxes, or 
should we add them all in and thereby force all taxes into the escalation 
system ¢ 

This last is a policy question which our Bureau should not answer; 
we shall ask somebody else to settle that for us. But we can produce 
whatever indexes are required, 

Then [I have a few words on the uses and misuses of the index. I 
think that I will just simply say that we sometimes like to caution 
people against using the index for something that it is not good for; 
and, on the other hand, Mr. Chairman, you can see why we are very 
timid about injecting ourselves into a situation where people are appar- 
ently misusing it on their own responsibility. After all, that is their 
business. We are trying to issue statements of the limitations of the 
index, saying that it is not good for this, or not good for that, and 
urging people to be cautious in using it. 

For example, as a measure of changes in the eost of living of two 
old folks living on a pension, I would say that this index is not designed 
specifically to measure that, so be cautions when vou use it for that 
purpose. 

But we have been naturally hesitant, and I think we should continue 
to follow that policy, in trying to tell people how to use the index. 
We say to them “Go ahead and use it: if you ask our advice we shall 
give it to you, but nevertheless, your use of it is your ewn responsi- 
bility.” We try to guard against misuse, but we cannot prevent it, 
and I think we should not try to do so. 

Mr. Wrer. What is an example of where it is misused / 

Mr. Ciacur. Perhaps some members of my staff who are here can 
think of one. Can anyone make a suggestion ¢ 

Mr. Hortanper. A lawyer called me up recently who was a lawyer 
for one of the big utilities. He asked me if I thought it was appro- 
priate to use the index as a means of estimating the changing value 
of utility properties over a long period of time; and, of course, I told 
hitman T thought it was not. 

Mr. Cracur. I do not know whether this is a good use or not. There 
is a professor, as I mentioned to you before, who has a lot of commercial 
rental properties in Kentucky and Tennessee. He uses our index every 
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year for changing the rents that he charges his tenants. Now, he did 
not ask us about that; he is going ahead and using the index that way. 
As far as I can see, it is all right; but 1 would not say it was the best 
index of the valuation of rental properties. However, it is not a mis- 
use of the index. If he wanted a better index. we might be able to 
create one for him; but as long as he wants to use the present one, it 
is all right with us. 

Mr. Howeni. Would you feei it would be seriously out of line with 
what you mentioned, for the use of old couples living on a pension and 
social security, and so forth / 

Mr. Ciacur. Well, it is not out of line. If we made a more perfect 
index for them, there would be a little difference. For example, you 

can readily see that they, being an old couple, eat less, for instance, 
than a young couple, and their food proportion might be less and 
the kinds of food t! 1ey buy would be somewhat different. They might 
eat less meat. And if vou want to get a better market basket for 
them, it could be drawn up, and an index computed. 

Mr. Howeir. Would you suggest, then, that their cost of living or 
price factor had not gone up as much as the index ¢ 

Mr. Cracur. Well, that I could not be sure of. I would not know. 
We would have to know how they lived in 1939. I would rather not 
guess on that. They would have a different market basket which 
might behave differently in producing an index. 

1 want to add just a word on the general philosophy of the Bureau 
not only in this field of prices but in wages and other statistics. | 
mentioned previously that our wage data are used, our housing sta- 
tistics are used, and our productivity statistics are used very widely 
for governmental policy and legislation. Whenever that situation 
exists, we are going to have people testing the validity of our indexes 
all the time. What I am trying to say to you is that all of our data 
in the Bureau are subject to use; and any statistics that are subjected 
to exacting use are sure to have their weak spots brought out. People 
find they do not quite fit their purposes, and then they criticize. In 
fact, we welcome that; it is an assurance that people are using our 
data. So we are not disturbed by the fact that there are criticisms 
of the imperfections; we find out about the criticisms and try to 
improve the statistics. 

Any index that is widely used is going to have criticism. 

I would now like to read the last few pages of my statement, Mr. 
Chairman, because it is pointed more directly to you on the committee. 

During the course of these hearings you have heard about the Bureau's ad- 
visory committees, about consulting our users, about checking our proposals 
with other agencies and the public. Surely the Bureau, and I personally, have 
sought advice widely among the users and makers of indexes, and we have tried 
to maintain an open mind and a scientific approach to the issues which have 
come up. I should like to make clear, however, that the final responsibility 
falls strictly upon the Commissioner— 


and, in fact, falls wpon me as the responsible head of the Bureau. 


You in the Congress are going to hold the Bureau—and the Commissioner him- 
self in particular—responsible for the soundness and integrity of the index. 
This responsibility we accept. Therefore, we do not always follow the recoin- 
mendations which are submitted to us by our advisers, and could not do so. 

Several times, | believe, in the course of the hearings there was mention of 
advice not taken, with perhaps the implication that the Bureau was not operating 
properly in acting this way. It would be impossible to follow all the advice 
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given us—a lot of it from time to time is contradictory. But even if it were 
not, we must ourselves make the final decisions and take full responsibility 
for the index. In fact, it is this policy throughout the history of the Bureau 
which has insured the integrity of the Bureau, and which has developed both 
congressional and public confidence in our work. I can assure members of this 
subcommittee that that tradition is now being carried on in the Bureau as 1t 
exists today. 

Sometimes all advice could not be followed, anyway; I can assure 

you that the advice we get from one group sometimes is exactly the 
opposite from what we ‘get from another group; and nec essarily we 
have to make decisions ourselves. But I can even conceive of a situa- 
tion in which both management and labor, and even the statisticians, 
might join in recommending that we do something; yet we might 
feel that in the public interest we should do something else. Then 
we shall make that decision and stand upon it. So I do say to you 
that the Bureau is, in its own staff and in the body of the Commis- 
sioner, the responsible agency; and we accept that technical 
responsibility. 

In terms of public policy, I would like to say a few words about 
the part the Congress must necessarily play in this whole matter that 
is before you. 

The technical aspects are ours. As Mr. Lubin said to you, these 
technical matters are of-concern to vou only to check up on us peri- 
odically and make sure that we are doing it all right. But those 
technical matters are our immediate concern. 

However, there are some policy questions that come right back to 
vou as Members of Congress. First, for example, there is the prob- 
lem of the scope of the indexes which should be supplied through 
public funds. As I said to you a moment ago, the Bureau could 
prepare a number of special-purpose indexes; there might be an index 
designed for an aged couple living in retirement, and another one 
for single female workers, and so forth. Now, that is a question of 
public policy, how many indexes would you like to have, knowing 
that each index costs some money ¢ 

Secondly, what should be the number of cities for which we should 
prepare individual city indexes? We now have 34 cities, all of them 
large (very few of them with less than 100,000 population), which 
we combine to make the national urban index. ‘To make a good na- 
tional urban index, we ought to have some small cities, down to 2,500 
population. But we could make a good national urban index with 
practically no individual city indexes. I suppose we would have 
a few city indexes in any event, for in very large cities like New 
York and Chicago, we would have adequate samples for the com- 
putation of city indexes. However, we could make a national urban 
index perhaps cheaper than we make the present one, but we would 
lose nearly all the individual city indexes in the process. We would 
have only a national figure. 

These city indexes are used quite freely, and Mr. Roberts, you will 
remember, of the St. Louis Post-Dispatch, talked to you about. it, 
emphasizing that he and his unions wanted the St. Louis index for 
negotiation purposes, not the national index. 

So one of the problems that comes up for our consideration in the 
1952 revision is, how many individual city indexes do we need in 
addition to the national? It will take additional sampling, addi- 
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tional schedules, and additional prices to get out the city indexes. 
This is a matter for Congress to decide. 

I might say that we have on file in the Bureau, requests for indexes 
for more than 600 cities in the United States, and that indicates the 
demand there is for local information. 

A third problem is, how frequently? At present only 10 cities are 
on a monthly basis; the 24 other cities are each issued once in every 
3 months. We could put them all on a monthly basis, but it would 
cost us a little more money to do so. We used to have 21 cities on 
a monthly basis. 

In closing, I have just one last word. There is the problem of the 
budget, for which the Congress has responsibility. In other words, 
the doing of these things that I cite comes back to Congress finally, 
because, when we present to you our plans for the revised index, its 
scope and content, the answer will be determined by the amount of 
money that is given tous. If you give us more money we can do more 
cities, or we can get out the indexes more frequently; if we have less 
money, we will have to cut back. 

So the budget finally determines the whole nature of our perform- 
ance; it is determined by the funds that Congress gives us to do this 
work, 

I think, Mr. Chairman, that really summarizes what I have to 
say. 

Mr. Sreep. Mr. Clague, right in connection with the budget that 
you are talking about, if my information is correct, [ understand that 
in conference now, on the appropriations bill which your Bureau 
comes under, there has been a substantial reduction, I believe of a 
quarter of a million dollars, in the: funds asked for. Of course, we 
do not know yet whether or not they will be restored or whether that 
cut will stand. 

Have you had an opportunity to make a survey as to what you are 
going to have to do, to absorb that cut, if it stands / 

Mr. Cracur. Yes. I do not have the details of it, but naturally 
we are starting to plan on it. This is not our regular budget, as you 
know, Mr. Chairman; it is our money for the revision, the last year 
of the 3-year program. 

I think what the Congress thought, in sizing up the situation, was 
this. The Bureau made savings in both the first 2 years and did not 
use all of the money that was given to us for this purpose. Congress 
Was generous with us in the first 2 years and now they feel that we 
should be able to make similar savings in the third year. Our problem 
is that the third and last year is more difficult than the others. A lot 
of the short cuts we have adopted are already in full use. Therefore, 
it is a little tougher to absorb a cut without eliminating something. 
The Senate gave us back half of the House cut, so there will be a 
net cut of $125,000 if the Senate prevails. That is where it stands 
at present. Our original request was for $1,250,000, 

We know some of the things we will have to cutout if that amount 
is cut back to $1 million, but we don’t know the full effect of the cut 

yet. 

Mr. Sreep. What do you call the index that you have, or the report 
you make on the home-building program of the Nation ? 

Mr, Ciague. That is the Statistics of Construction. As I indicated 
to you in my general statement, we gather statistics of housing in this 
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country, the number of homes built every month, both apartments and 
individual houses, the number of dwelling units built. 

Mr. Streep. I have been talking to some of the leaders in the home- 
building field, and they were a little concerned that you might be 
forced to reduce or cut out that particular report, and they make 
rather extensive use of it, and they have great dependency on it. 

Mr. Cuiacur. Well, on that particular item, the Senate restored 
about half of the House cut, and that item is also in conference. If 
we get the whole cut made by the House, then we would hardly be 
able to keep that series up. I do not see how we could do it, because 
there would only be about $150,000 left to us. But if the Senate 
figure prevails, that series will not be cut out. We will lose some of 
our present statistics on costs of home building, characteristics of 
housing, selling prices, and so forth. Some of those studies we are 
making would be cut out, but the basic series will be preserved if the 
Senate figure prevails. 

Mr. Steep. One of the witnesses or some of the witnesses that we 
had, recommended that. for instance, a separate index to cover the 
cost. for these old-age assistance and pension families, and that type 
Gf people, be made, and that the agencies carrying on those programs 
are compelled now themselves to make indexes or surveys in that 
regard. 

Have vou given any thought as to what would be involved if you 
created a separate supplemental index of that nature / 

Mr. Cracur. We know how to do it, and in fact, we have worked 
with the Federal Security Agency on some of the figuring they have 
been doing with respect to this problem. We have not worked out 
yet the detailed cost of a special index. IT think, Mr. Chairman, what 
will h: appen is, that when we present our plans for the 1952 revision 
ext spring, we will come before the Congress for the funds to carry 
on the new index or indexes. At that time we will probably present 
some of these special indexes as possibilities. Then I could give you 
a specific cost for a special index on top of that we already have. 
It would be the additional cost of one or more additional indexes. 
But Ido not have that with me now. 

Mr. Srrep. I assume. if vou were able to prepare an index of that 
type. that that would eliminate the necessity of these agencies doing 
it, and I did not know whether you had gone into it far enough to 
know whether or not the cost to you would be more than the saving 
to them, if that were done. 

Mr. Ciacur. No: I have not as yet, but that is the kind of thing 
that we could present to you next year 

Mr. Wier. I just want to get a picture of the organization, and I 
would probably have it if I were on the Appropriations Committee : 
but, for my own benefit here and for the record, the personnel of 
your department is constituted primarily of two groups: the com- 
pilation group here in Washington that compile the material they 
get from the field people—and ‘how many field people do you have 
working outside of Washington throughout the United States? 

Mr. Ciacur. In the whole Bureau ? 

Mr. Wier. Yes; that is. in your department. How many people 
do you have who are out in the field doing this field work ¢ 

Mr. Cuiacur. Not only on the Consumers’ Price Index but on the 
housing statistics and all of our other work ? 
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Mr. Wrer. Wherever you use them. 

Mr. Cuacur. I will have to supply von with the exact figure, but 
it is about 300 people in the field—about 240 positions on our regular 
work and about 60 on our revision program. 

Mr. Wier. Three hundred people covering the entire United States 

nd gathering this information on the changes ? 

Mr. Cuaccr. On our regular work; yes. 

Mr. Wier. How many do you have in Washington that compile 
this and put it in shape? 

Mr. Ciacur. I would say about 1,200—about 900 on our regular 
work and 300 on the revision program. 

Mr. Wier. Do you have any offices throughout the United States? 

Mr. Cracur. Yes: we have five regiona! offices. 

Mr. Wier. When I look at that 300 people—vou have 34 cities in 
vhich you make a quarterly compiling, and you have 10 cities in which 
you make—— 

Mr. Cracur. There are 24 in which we do it quarterly. 

Mr. Wier. And 10 in which you do it monthly 4 

Mr. Crasur. Yes: and, of the quarterly cities, we do eight each 
month in the quarter, so that we even out the load. You see, this is 
one of the savings we made. We used to do the quarterly cities all 
together, so we did 21 cities monthly, and 13 quarterly, with the result 
that we did 21 in January and 21 in February, and then 34 in March, 
and so on throughout the year. This was uneconomical. So, when 
we changed, we cut down to 10 cities monthly, and then we had 8 in 
January, 8 in February, and 8 in March, which gives us 18 cities each 
month. That leveled out the workload. 

Mr. Wier. How many employees would vou have, let us say, in 
Chicago; that is, to get all of the information to cover—let us call that 
an area—the Chicago area? 

Mr. Ciacur. Yes. 

Mr. Wier. How many people would you have getting this informa- 
tion on the figures you want out of Chicago? 

Mr. Cracur. Iam afraid I would have to guess at that, but I would 
say 75—about 60 on regular work. 

Mr. Wier. You have got them spread pretty thin in some places; 
have vou not ? 

Mr. Ciacur. One point I would like to make clear to you, Mr. Wier, 
and members of the subcommittee, is that the collection, for instance, 
of food prices that we do in the cities throughout the country is done 
by a part-time person who lives in the community. 

Mr. Wier. I was coming to that. 

Mr. Criactur. I am not counting those people, who are mostly women, 
perhaps a school teacher or a housewife tr: ained by us and who is regu- 
larly checked on by our full-time staff. But that person lives in the 
community and works for about a week each month for us, collecting 
the food prices. She does her own work the rest of the time. 

Mr. Wier. Are those part-time people included in the 500? 

Mr. Criacur. No: those part-timers are not ineluded in the 3009, 

Mr. Wier. How many part-timers do you have! Are they civil- 
service employees or-— 

Mr. Cracur. They are all civil service: yes. 

Mr. Wier. Approximately how many of the part-time employees 
are there that hit the ball when you need them ? 
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Mr. Cuacur. I have part-timers in two groups. These part- -timers 
are partly in the Consumers’ Price Index work and partly in some of 
the housing data we collect. For wages and for productivity sta- 
tistics, and some of the other kinds of statistics, we cannot use these 
part-timers, because they are not trained enough for this more difficult 
work, 

Mr. Wier. Approximately how many of these people do you have 
on per diem in the field ? 

Mr. Hotianper. We have 125 for food, and there are others for 
rent. 

Mr. Wier. They are on your payrooll out in the field 4 

Mr. Ciacur. They would work about 1 week a month. 

Mr. Winr. I just wanted to get the picture of your structure. 

Mr. Hottanprer. They wor k 3 days out of every month collecting 
food prices, and then occasionally we have to hire some people by the 
day to go around and collect information on rents; they are also per 
diem employees. 

Mr. Wier. That is all that I have. 

Mr. Howein. Did you comment in your prepared statement on the 
proposal—I think it was of the ClO—about this tripartite advisory 
committee / 

Mr. Cracur. No: i did not, partly because some of the other groups, 
you know, were not too enthusiastic about it. There has been a lot 
of discussion among our advisory committee about whether they 
should meet together; and, in fact, there have been several attempts 
to have joint meetings. I may say that, as far as I am concerned, I 
should be glad to have them meet; in fact, I even tried at one time to 
facilitate a meeting between the management and the labor groups. 
But there is a good deal of doubt among some members on both 
sides. 

Now, the CLIO did definitely come out and recommend all three ad- 
visory groups getting into a rather formal committee organization, 
but my guess is that the others would not want that. I believe the 
management group would not accept that at all, and I think that the 
AFL was not too enthusiastic. Furthermore, I believe that our sta- 
tistical group would feel that they did not belong with these other 
groups, who are users of the index. The statisticians are our special 
technical advisers, and they do not want to get drawn into some of 
these policy questions. 

Mr. Howeut. I think the CIO felt that, on certain things where 
they felt that management and statisticians and the labor group could 
get together, their recommendations would carry more weight if they 
came to you as a joint recommendation of the three groups than 
they might get if just one phase of it came to you with a recommenda- 
tion. 

Mr. Cracur. Yes. And, of course, from my point of view, some- 
times it would be helpful to me. You see, at present I deal with one 
group atatime. But when I try to present a good middle-of-the-road 
program they are likely to accuse me of being on the opposite side. 
The labor people may say that “you are presenting a fine management 
position.” Then when I meet with the management group and tr y to 
tell them some of the reasons why we might ‘have a little differential 
proposal from what they are recommending they may say, “Well, 
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Clague talks like a labor man.” And so, if I could get those two 
together, they would understand the exchange of ideas, and I could 
stand on one side instead of being in the middle of the argument. 

On the other hand, I would like to emphasize that I do feel that the 
final responsibility is ours in the Bureau. So, in the sense of having 
a formal committee in which they would take votes among all of the 
groups and then just teli me what to do, I would not think that that 
was desirable. 

Mr. Howrti. No. However, your function is to come up, as far as 
possible, with the type of thing that is desired by the various groups 
that are using it, so that, if they came to you with a strong recom- 
mendation, on which they are agreed, that seemed at all feasible to 
you, why, I should think that it would be impressive to you. 

Mr. Craeur. That is right. 

Mr. Howe. And, if workable. probably you would try to do it; 
would vou not ¢ ; 

Mr. Ciacur. That ts right: we would. I think that we are going 
to have some joint meetings on some of these issues shortly. However. 
in 4 years now of working with the Bureau these committees have 
never formally met together, although there has been talk about it for 
the last 2 vears. 

Mr. Howett. Well, the main use of the Consumer’s Price Index is 
for wage negotiations and wage contracts, and that is the top, foremost 
use ¢ 

Mr. Ciacur. Yes; except as I said to you in my testimony here, and 
I did try to emphasize it to you, one of the uses is by you in the 
Congress. This Bureau is a service agency to the Congress, and it 
has been so ever since the beginning. For example, in the consid- 
eration of the Defense Production Act, and in all kinds of legislation, 
congressional committees have asked us to supply basic over-all eco- 
nomic information of that sort. 

Now, that is an important use for this index, too, in determining 
public policy. Ido not know which to rate as the higher of those two. 

There are many negotiations between labor and management for 
the use of the index on the outside, but it is also used for determining 
public policy. Both the Congress and the President use it. 

Mr. Howrein. We probably need it, even if it were not used very 
extensively for wage contracts and negotiations ? 

Mr. Cuacur. That is right; that is really what I was trying to say. 

Mr. Howe. In the testimony of the various labor groups, they 
stressed, of course, the great discrepancy between your statistics and 
those of the Bureau of Agricultural Economics, and I think it was 
fairly well agreed that it was the different things they priced, or, for 
instance, the BAE pricing the things that were being bought at the 
time in these certain places where they priced them, that probably 
accounted for the major part of that discrepancy. 

Do you think of any other factor that would create a large discrep- 
ancy there 4 

Mr. Ciacur. Of course, one factor is that the farmer’s market 
basket is a little different from the urban city worker's, as you know. 
The farmer grows more of his food at home: he has a different food 
cost than city workers do; the farmer buys somewhat different 
clothes—overalls, for example, to a much greater degree—perhaps, 
than some of the white-collar workers in the city. There is bound to 
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be a different market basket for farmers, and that accounts for part 
of the difference. There are different commodities whose prices might 
rise differently. 

The other difference is in the pricing. The Bureau of Agricultural 
Economics has a pricing system which is cheaper than ours. They 
take the price of the largest selling item. That means that their index 
has a tendency to go up faster when things are going up, but it also 
falls faster when things are going down. ‘Our index tends to be more 
stable over the ups and downs of business than theirs. 

Mr. Howeit. I should think, though, due to the fact that food and 
perhaps rent, and so forth, do net enter into that as much, that there 
would be a tendency for that to be lower than your index. That is a 
very cursory observation. 

Mr. Ciacur. Food is the highest group in our index, but I have not 
studied the two indexes on this point. ‘Their clothing index is higher 
than ours, and their allowances for housing are higher than ours. 
Farmers do not rent, and therefore the BAKE has to figure out some 
way of estimating the cost of housing to the farmer. What they use 
for this purpose is wage rates of building workers and costs of mate- 
rials and lumber. So, they get something nearer an index of the cost 
of new building than an index of rents. Our rent index reflects the 
influence of rent control; and it is, therefore, considerably lower. 
In fact, it is the lowest group item in our index. 

Mr. Hower. It would net cost you an awful lot of additional 
money to publish an index with all taxes in; would it ¢ 

Mr. Cracve. No. The amount of monetary cost would not be large. 
It is a matter of finding the right method of doing it. Taxes are 
graduated, of course. There are people at the bottom with none, and 
people at the top whose taxes are very high. We would have to select 
amiddle point and figure a way to put that into the index. 

Mr. Howe... After you got your mechanism and your weights and 
your method of dealing with it, it would be a fairly simple thing to 
add that in and publish another index, or something of that sort: 
would it not 

Mr. Ciacur. There are some technical problems which we are study- 
ing now. ‘That is one of the things we are doing during this current 
year with the revision of money we have; that is, studying how to do 
these things. 

Mr. Howenn. All right. 

Mr. Steep. Have you any questions, Mr. Vail? 

Mr. Vai. Speaking of rents, Mr. Clague, is it not true that rent, as 
a cost-of-living factor, has increased to a substantially less degree than 
any other important cost-of-living item ? 

Mr. Ciacve. That is right. They are up only to an index of 135, 
approximately, while the general index is 185, and food is 227 

Mr. Vai. With reference to the figures submitted by the Depart- 
ment of Labor, it would indicate that there has been a rental increase 
since 1932 of : ipproxim ately 1914 percent, and at the same time’ wages 
have increased 271 percent, as we look at the same period. Does that 
1914, percent include the 15 percent that was granted under the Rent 
Control Act of 19477 

Mr. Cuacur. Well, Mr. Vail. I have not checked that figure of 191, 
percent that you have mentioned. But if the figures are taken from 
our index, then it covers everything right down to date. 
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Mr. Var. And it includes the hardship and improvements, and 
other advances that we established on a legal basis? 

Mr. Ciacur. That is right. 

Mr. Vaiu. I was interested in your comment that rapid changes in 
consumer prices will occur during the next few years. Did I under- 
stand vou to say that? 

Mr. Ciacue. I hope I did not go that far. I was trying to say that 
two kinds of things, rapid changes in prices and rapid changes in buy- 
ing habits, are the things that cause us to try to improve the index and 
to put it in good shape. I was trying to emphasize the second one; 
namely, that there was a good likelihood that there would be consid- 
erable changes in buying habits as these cut-backs in materials take 
effect. People may not be able to buy refrigerators and toasters and 
other household appliances to the same degree that they have been 
doing. ; 

Now, I did not intend to forecast wild changes in prices over the 
next few years, although I do expect individu: 1 items are going to go 
rapidly up and down. I would rather not guess at what is going to 
happen with the whole index; that is, whether it is going to go up or 
down. 

| think I am safe in saving though, Mr. Vail, that individual items 
will probably move in both directions, due to the general economic 
situation—apart from freezes and controls. 

Mr. Varn. In the event that legislation was offered which would set 
up rental increases on the basis of an index, would the Labor Depart- 
ment have the facilities to provide such figures? 

Mr. Cuacue. I am not sure that L get your question there. What 
figures would those be ? 

Mr. Vari. Have you the labor necessary to make the necessary re- 
search into cost of operation / 

Mr. Ciacur. We have in our Bureau at present some data on the 
costs of home building, both wages and other material costs. Also, 
we have quite a wealth of information on that in the past, that can 
be supplied for whatever value it has. We have used that informa- 
tion from time to time. Of course, that is the cost of new building. 
We get is from the builders themselves when we visit them. Some 
of those Bureau agents in the field are gathering that type of infor- 
mation. 

We have made special studies for the Housing Agency, from time 
to time in the past, on various aspects of the rental problem and 
the control problem, but I do not now recall all the kinds of studies 
that we have done on that subject. 

It is not a difficult matter to make a small sample study, just to 
find out the situation in a specific locality. We do that sort of thing all 
the time. It costs more to construct a continuing index. 

Mr. Wier. But what he is trying to get at. you could not give us 
the variance that has happened in ‘Minneapolis on the fluctuation of 
rents. If Il asked you what has been the increase or status of rent, and 
strictly rental property, you would not be able to give that; would 
you? 

Mr. Ciacur. Let me ask Mr. Hollander on that point. Mr, Hol- 
lander, would you come up and tell us what we do have in the field of 
rents and costs? 
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Mr. Hotianper. Mr. Wier, we do have an index of the change in 
the price of rental properties in Minneapolis every quarter; that is. 
an index of the change of rents in Minneapolis every quarter. 

Mr. Wier. Every quarter? 

Mr. Hotnanprr. Yes, sir. 

Mr. Wier. Is that a spot check ? 

Mr. Hotianver. Yes; a sample survey. 

Mr. Wier. Where do you get that? From the rent-control office 4 

Mr. Hotianper. We get it from the tenants themselves. 

Mr. Wier. From the individual housing and tenement housing ? 

Mr. Hotianprer. You mean single-family houses and apartment 
houses? We go directly to the tenants and ask them the rent they 
pay. 

Mr. Wier. If I ask you now: What has been the increase in rental 
for wage earners?—and let us say in the wage-earner class for the 
city of Minneapolis since Korea, June 25—could you give it to me? 

Mr. Hortanper. Yes. The sample of rents includes dwellings of 
all kinds throughout the city, and it is not confined to wage-earner 
neighborhoods; but, except for that, I could answer your question 
exactly, the rent index in Minneapolis was 139 in June of 1950, and 
it is 144 in March of 1951. 

Mr. Varn. Is Minneapolis a controlled area ? 

Mr. Hontianper. Yes. 

Mr. Var. I have no further questions. 

Mr. Sreep. Mr. Clague, there is just one point that I would like to 
come back to. We have covered it before, but the testimony has indi- 
cated that the use of the index, of course, has grown extensively in 
the last few vears, and particularly in the field of labor contracts. I 
think the testimony shows that we already have something more than 

3,000,000 workers who are under contracts in which the escalator 
clause is included, and so the Consumers’ Price Index is the measur- 
ing yardstick. 

Apparently, many industries have found that the use of this escala- 
tor clause has had an advantage in the fact that they could write 
longer-term contracts and get a type of stability in labor-manage- 
ment relations they hadn’t had before. 

If this trend continues, of course, it is easy to visualize how, in the 
not too distant future, many more millions of people might be tied to 
this thing. 

Have any of your experts given any thought or study to the possible 
effects on the economy generally of having a great mass of our working 
people tied to this sort of escalator clause? I am thinking now in 
terms of: Would the effect be very extensive, and would it be a good 
or a bad thing for the economy generally ? 

Mr. Ciacur. I suppose, as the person who makes the index, I am 
iaturally hesitant about expressing opinions on its goodness or bad- 
ness. I would say that the Bureau—— 

Mr. Srerp. I am not talking about the goodness or the badness of 
the index, but the use of it. 

Mr. Cracur. That is what I want to talk about; that is, the uses of 
it. I think some people testifying before you definitely accused us of 
trying to sell this index as a method of wage escalation. I do want 
to emphasize to you that we did not try to sell it for this purpose. 
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We never knew about the General Motors contract until we read about 
it in the papers. Neither the union nor the management consulted 
us in advance about that contract. We have never endorsed its use 
for this purpose. But we recognize the fact that it is used in this way, 
and we try to make it serve that purpose as best we can. 

Obviously, if there isa big and important use, with 3,000,000 workers 
tied to it, we have got to do the best we can to make the index serve 
that purpose. 

Now, is it good or bad? Well, from a public-policy point of view, 
some people have said it is inflationarv—that this means that w ages 
will cause prices to go up, and so this whole escalation system will be 
inflationary. U nder certain circumstances it could be, but in the first 

instance it is not, because it only adjusts the wage to a price increase 

that has already occurred ; and so, from a very short-run point of view, 
it merely insures that the wage earner during his contract is getting 
the real buying power that he thought he settled for when he made 
The contract. 

I think, if you study the testimony of Mr. George Taylor, the Wage 
Stabilization Board Chairman, who testified before you here, you will 
note that he emphasized very strongly the fact that this escalation was 
merely a way of keeping the wage parsons power constant over 
the period of the contract, for 1 year or 2 vears, or whatever time it 
mieht be. When the parties get back bagited again they can bargain 
for a decrease in wages, or increases far beyond the cost-of-living 
factor shown by our index. 

So, in answer to your question, T would say that this system now 
exerts a very mild influence in causing wages to follow prices through- 
eut the year. If this plan did not exist, this is what might happen: 
Labor, coming to the bargaining table, say, this month, and figuring 
that there might be a price rise during this coming year, might ask 
for wage increases to cover the anticipated rises in prices. Then we 
would have increases applied to wages right away; and, as it is now, 
what happens is that the parties sign up and say, “If there is any 
price increase, we will increase the wages during the coming year; 
otherwise, we will leave them where they are.” Then, of course, this 
means that the wages simply follow the prices up. And they follow 
prices up after some delay, because the change takes place after the 
end of the quarter, and even then it takes a little while for us to 
get out the index. So the wage increases may be as much as 4 to 5 
months away from the date of the price increases. 

Mr. Sreep. So, the inflationary effect would actually already exist ? 

Mr. Cracur. The inflation is already under way. 

Under certain circumstances, of course, you could stop the inflation 
by holding down wages and not letting them go up. The question 
then is, Who is going to stop the inflation ¢ 

One way might be to hold wages down and let other things go up 
until a balance is achieved. You could stop the inflation that way, 
but it would be a dificult program to put across. 

Mr. Sreep. If there are no further questions, Mr. Clague, on behalf 
of the subcommittee, IT want to express our appreciation for all of 
the cooperation and help and information you have given us, and 
it has been very helpful and we certainly appreciate it. 

Mr. Ciacvue. Thank you. 





418 CONSUMERS’ PRICE INDEX 


CONSUMERS’ PRICE INDEX 417 


(The statement referred to on page 328, in connection with the 
letter of Mr. Clague to Senator James E. Murray, is as follows :) 


{From U. S. Department of Labor, Bureau of Labor Statistics, Washington, D. C., July 
11, 1951) 


STATEMENT OF THE Bureau or Lanor Sraristics oN THE UE PusBLIcArion 
“The Facrs Aspour HigH LIVING Costs” 


I. UE IGNORES FINDINGS OF THE INVESTIGATION CONDUCTED BY THE PRESIDENT’S 
COMMIU?PTEE ON THE COST OF LIVING IN 1943-44 


The UE report states that the purpose of the UE index is to supplement and 
bring up to date the estimates of Change in the cost of living made during World 
War II by the labor members of the President’s Committee on the Cost of Living 
in their report of January 25, 1944. In doing this the UE ignores or discounts 
the results of the very intensive appraisals of these estimates and of the BUS 
index made by various groups at that time and included in the Report of the 
President's Committee on the Cost of Living.’ Mr. William H. Davis, Chairman 
of this Committee, in reporting the results of these investigations to the President 
said: “No substantial criticism of the BOS methods has survived the searching 
studies presented to this Committee. Certain minor ways in which the BLS 
methods might be improved if it had more ample funds are discussed below. It 
is evident, however, that the BLS index is entitled to the high reputation it has 
long enjoyed, and that it be regarded as the Standard measure of changes in 
the cost of living for wage earners and lower-salaried employees.” * The same 
report and the statement of the BLS, made at the request of the President's Com- 
mittee, refute many of the specific points raised in the UE report. 

The major part of the difference between the UE index and the BLS index 
occurs between 1939 and 1945, the period investigated by the President’s Com- 
mittee, UH index increased $1.3 percent over this period and the BLS index 
increased 29.2 percent. Since 1945 the UF index has increased 45 percent and 
BLS index 45 percent. 

In the UE estimates, as in the estimates made by the labor members of the 
President’s Committee, much of this difference is accounted for by their conten- 
tion that change in tetal family expenditures is an accurate, or in their words the 
“real” measure of change in cost of living, while they contend that the BLS price 
index grossly underestimates the change in living costs. The President’s Coni- 
mittee, after reviewing all the evidence submitted on this point, concluded : 

“Tt seems quite clear from all this that the proper purpose of the BLS index 
is to record from month to month and quarter to quarter the changes that actu- 
ally take place in the amounts of money required by urban wage earners and 
lower-salaried employees to buy those items of goods and services which go to 
make up a fixed standard of living; and that such an index is not to be con- 
fused with, or changed to become, an index set up to measure from time to time 
changes in total family expenditures.” ° 

The lnbor members of the President's Committee estimated that worker's liv- 
ing costs rose 43.5 percent between January 1941 and December 1943, while 
the BLS index rose only 23.4 percent. The President’s Committee estimated that 
the temporary wartime effects of changes in quality, availability of consumer's 
goods, ete., and certain other factors not fully reflected in the BLS index, 
amounted to a maximum of 5 index points between January 1941 and September 
1945. About four of these five points were for these exceptional marketing con- 
ditions that existed in war time. One-half of a point of this allowance was for 
the “new unit bias” in the rent index which has now been corrected. One-half 
of a point was allowed for the omission of small cities. With the return of pre- 
war merchandise and the correction of the rent index, these understatements no 
longer exist in the BLS index as applied to large cities. 

The UE index for the same period rose more rapidly than the estimates made 
by the labor members in 1944 because of the inclusion by UE of income and other 
personal taxes. The labor members did not include the increased costs of direct 
taxes, thus avoiding the controversy which the inclusion of direct taxes in the 


1Government Printing Office, 1945. 
2 Same, p. 22. 
* Same, p. 18 
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measure of living costs used to adjust wages was certain to invoke. The report 
of the labor members (p. 60) states: 

“Neither the BLS index, nor this report reflects higher living costs resulting 
from increased direct taxes. A prevalent view, in which BLS concurs, is that the 
effect of direct taxes should be accounted for at the other end of the stick from 
living costs, namely, income. Whether the effect of increased direct taxes is 
shown in the form of higher living costs or in the form of loWer disposable income 
is academic. This report, therefore, avoids a controversy on this matter and 
does not take into account increased direct taxes in measuring the wartime in- 
erease in workers’ living costs.” 

The UE estimates include not only the increased cost of income taxes, but also 
the increase in social-security payments. Traditionally, payments for annuity 
or retirement insurance have been considered as a form of savings, and it is very 
difficult to justify including changes in savings in any measure of changes in 
living costs. The inclusion of taxes by the UE accounts for 26.6 index points or 
about one-third of the total difference of 79.8 points between the UE and the 
BLS index in January 1951. 

About one-fourth of the total difference between the two indexes—19.2 index 
points—is in the estimate of changes in food prices. As in the “all items” in- 
dexes, most of this difference arose in the war years—the UE food index shows 
a 79.2-percent increase betwen 1939 and 1944; the BLS shows a 48-percent in- 
crease for this period. Since 1944 the BLS food price index has increased slightly 
more (49.9 percent) than the UE food index (49.1 percent). 

Foods, likewise, accounted for the largest part of the difference in the wartime 
estimates. The UE criticism of the BLS food index is essentially the same as 
that in the earlier report, and the facts which refuted the earlier estimates aré@ 
applicable to the UE index. 

The method of computing the UE food index is the same as that used in the 
wartime estimates, and the UE index of 175 for 1948 closely resembles the 
earlier estimate of a 75-percent increase for the years 1940 to 1948. It is claimed 
that the method measures the change in the “amount spent per year for a unit 
of food,” through use of Department of Commerce figures on annual aggregate 
expenditures in food stores and restaurants and Department of Agriculture data 
on per capita food consumption. Both of these series apply to the Nation as a 
whole, not to the large city moderate-income family. The Department of Com- 
meree, in commenting on this method of estimating a food index, stated that the 
Commerce Department data cannot properly be used together with an index of 
total civiilan food consumption to obtain an estimate of change in unit food 
prices. Neither is it an accurate measure of food expenditures of urban workers. 

UE in commenting on the BLS food index as a price index contends that 
food excluded from the BLS indexes have increased in price more than foods 
included in the index. Comment: In 1944 the Bureau made a study of the 
price movements of 37 of the most important foods not included in the index 
and found that on the average they increased not more but less than those 
in the index. 

The UE report contends that BLS prices high-quality foods which workers 
cannot buy, and that lower-quality foods have risen more than high-quality 
foods since 1939. Comment: The BLS prices the items and qualities of food 
purchased by moderate-income families as reported in family expenditure 
surveys and through checks of sales volume in stores patronized by such 
families. Whether the price of low-quality food has increased more than 
that of higher quality food remains to be proven. The few observations cited 
by UB from the New York Department of Markets seem insufficient to justify 
such sweeping statements. 

UE contends that the BLS index does not reflect “up-grading”’ and quality 
deterioration. Comment: The claims in the UE and in the wartime criti- 
cisms on this point exaggerate and emphasize the importance of deterioration, 
completely ignoring the quality appreciation resulting from improved manu- 
facturing and marketing procedures. As previously stated, the President’s 
Committee estimated a total understatement of four points in the over-all 
index to allow for this and similar temporary wartime factors with respect 
to foods and all other categories in the index, indicating that it should be 
eliminated when the war ended. 

UE contends that an understatement of 4 percent, as estimated by the 
labor members of the President’s Committee. resulting from the disappear- 
ance of week end sales, continues in the BLS food index. Comment: The 
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President’s Committee’s estimate of the effect of this factor was “not more 
than one-half of 1 percent.” 

UE contends that the effect of the wartime shifts to restaurants was not 
reflected in the BLS food index. Comment: The conclusion of wartime in- 
vestigations of this point was “the most reasonable estimate is that prices 
charged for food at eating places have risen about the same percentage as 
food prices at retail, and that no adjustment in the BLS food index is re- 
quired on this account.” 

In connection with the rent index the UE repeats two major charges, that BLS 
understates the change in rents because of (1) the “new unit bias” and (2) failure 
to reflect depreciation. The labor members estimate of 5 percent for the new unit 
bias as of 1948 was disclaimed by the President’s Committee, which estimated it 
at one-half of 1 percent. <A study of this bias was completed and a correction 
introduced into the index in January 1950, and carried back to 1940 in the ad- 
justed index series. Criticism on this point is no longer valid. 

Ub further asserts that rents in higher priced neighborhoods “increase far less 
proportionately than workers’ rents.” It is true that before 1942 rent increases 
were generally larger in the low-rent units than in the high-rent dwellings. The 
reverse often has been true, as for example, during the period of relaxed rent 
controls—14749. Furthermore, in some areas rent controls for high-rent 
units were relaxed or removed considerably earlier than those for lower-priced 
units. The census data by rent level used by UE to prove that rents for low-rent 
units have increased more than those of high-rent units reflect, in addition to 
rent change, the rent level of units added to or removed from the rental market. 
They are not a measure of change in rent and no test of the correctness of the rent 
index. 

The UE report criticizes the BLS rent index for failing to take account of 
depreciation of housing, and cites the Bureau’s admission of this fact. However, 
it confuses “depreciation” in the sense of quality deterioration in housing due 
to aging, which is what a tenant experiences, with “depreciation” in the sense 
of reduction of the value of the owner’s investment in housing. Depreciation 
of the owner’s investment should not be included in a rent index. The article 
on which the UE based its criticism was careful to point out “it should be recog- 
nized that depreciation of rental property to tenants is not of the same nature 
or magnitude as the ‘value’ depreciation of rental property to its owner.” The 
UB suggests that both “value” and “quality” depreciation should be included but 
makes no suggestion as to how to evaluate quality deterioration. Its own index, 
based on Census median rents, takes no account of either. 

In criticizing the BLS apparel index the UE repeats an earlier charge that 
quality deterioration is not reflected in the index, and claims that this deteriora- 
tion has continued in the postwar years. This view is not shared by experts in 
retail marketing who state that the quality of garments on the 1950 markets was 
at an unusually high level; that appreciation of quality, not depreciation, was 
characteristic of postwar apparel. 


Il. THE UE “COST OF LIVING’ INDEX IS NOT A PRICK INDEX. IT IS LARGELY A COM- 
PARISON OF OVER-ALL CONSUMER EXPENDITURES AT VARIOUS TIMES 





The Bureau of Labor Statistics’ Consumers’ Price Index measures the average 
change in consumer prices of goods and services. The price changes measured 
are those affecting wage and clerical worker families who live in large United 
States cities. This is so because the kinds and quantities of goods and services 
priced by the Bureau for the index are those usually bought by these families. 
Of course, the kinds and quantities of things a family buys usually change 
as the family income changes, as well as when prices change. ‘The way in which 
families spend their money and the total amount of money they spend are con- 
ditioned by the interacting effects of changes in price, income and the nature 
of goods and services in the markets. The Consumers’ Price Index measures only 
the effect of price changes. When income goes down more than price, the CPI 
falls less than total expenditures; when income goes up more than prices, the 
index does not rise as fast as expenditures. The Bureau tries to avoid reflecting 
the effect of income changes in the CPI, beeause an index which reflects income 
changes would be of little use in evaluating the purchasing power of income. 
The index, therefore, is a yardstick which can be used to measure the average 
effect of price change. If prices and income keep pace, and the markets continue 
to provide the same qualities and quantities of goods and services, the wage 
earner can maintain his standard of living; when income increases faster than 
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prices, the wage earner has increased purchasing power with which to improve 
his living standard: when income rises more slowly than prices, the wage earner 
suffers a lowering of his standard of living. 

An index that measures the change in total expenditures is useless for evaluat- 
ing the workers’ relative well-being with respect to the purchasing power of his 
earnings. The use of such a measure would be comparable to measuring the 
expansion and contraction of a man’s chest with an elastic tape. The UE Cost 
of Living Index is largely an expenditure index, measuring changes in how much 
families spend, without regard to the many factors that cause these changes. 
The compilers of this index have not tried to disguise this fact; on the contrary, 
they emphasize it in the following instances : 

1. The UE uses a price index for clothing only because “measurement of chang- 
ing requirements is particularly difficult in relation to clothing * * *." The 
report says, “Unlike most other items in the UE index, the UE clothing index is 
a retail-price index, and not a full cost of clothing index.” The report goes on 
to explain that there have been increased clothing requirements due to longer 
working hours, steadier work, larger proportion of working women, etc. These 
are factors that contribute to increased income. 

2. The UE housing index is based on changes in contract rent reported by 
the Census, and aggregate housing expenditures reported by the Commerce 

repartinent. It reflects not only the changes in the price of rent, but also 
the higher costs to tenants when additional facilities such as more or better 
space, heat, electricity, ete., are included: it also reflects the increased aggre- 
gate payments on mortgage principal by home buyers and owners. 

The UE index of housing costs is based on aggregate housing expenditures 
published by the Commerce Department, which include (1) rental value of 
owner-occupied honfarm dwellings, (2) rent of tenant-occupied nonfarm dwel- 
lings, (3) rental value of farm houses, (4) transient hotels and tourist cabins, 
and (5) housing Clubs, schoois, institutions. This aggregate the UE divides 
by the number of households to calculate average expenditures per household 
on Which the index is based. This is certainly not an index of changes in price 
of housing to urban wage earners, 

3. The UF criticism of the BLS index for fuel, electricity, and refrigeration 
rests on the notion that increased use of electricity should be reflected as an 
increase in the cost of living. The report itself states “the development of 
electrification has changed, and in many respects improved, the worket’s 
standard of living.” The UE index compilers have reflected in their figures 
the total change in expenditures that was paid for this higher living standard, 

Even on its own faulty reasoning the UE fuel index is calculated without 
proper regard to statistical accuracy. Its data on consumer expenditures taken 
from the Department of Commerce aggregates for personal consumption expendi- 
ture represent national totals-—-urban, rural, and nonfarm even though it is 
counmmon knowledge that electrification in rural areas has increased much more 
than in urban areas. The ageregate expenditure used included even the value 
of fuel produced and consumed on farms, scarcely an element in the cost of 
living of urban workers. Moreover the data on number of households includes 
urban, rural, nonfarm, and rural farm population. Since the increase in urban 
population in the last decade has been greater than in nonurban areas use of 
national totals tend to exaggerate the increase in average expenditure per 
households on which the UE index is based. 

4. “As with the clothing greup, the UE index for housefurnishings is essen- 
tially a price index.” However, the report states, “Workers’ costs for house- 
furnishings over the past decade have been sharply increased by factors over and 
above the sharp price increases which have occurred.” [Italics supplied]. The 
report goes on to point out the factors other than price change, that contribute 
to the “increased cost of living,” such as (1) changed methods of living which 
caused shifts from ice refrigerators to mechanical refrigerators, “which cost three 
times as much, or from radios to television sets, which cost tive times as much,” 
and to more expensive varieties of the same general commodity—again reflecting 
changes in living standards. 

». “The UE index (for medical care) is a simple measure of the total expenses 
perhousehold for medical care and funeral expenses, based on statistics of the 
Department of Commerce and the Census.” 

The circularity of reasoning in the use of changes in expenditures to measure 
changes in the “cost of living’ is nowhere more evident than in the UE discussion 
of medical-care costs. It is clear that improved medical-care methods quite 
desirably have improved standards of living in this country. Increased expen- 
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ditures for medical care, therefore, represent both increased prices and higher 
standards of quantity and quality of medical care. The UE report states, “true, 
there have been marked improvements in medical methods” but goes on to say 
“their (workers) wages must be adjusted to cover the increased cost of this 
improved medical service.” It does not follow, though, that an index which 
measures the price factor in the change in the cost of living should reflect this 
increased expenditure for a higher standard of living. 

6. The UE index for household operation also is based on average total personal 
consumption expenditures per household, “on a basis including all families, 
whether workers’ or not.’ But “UE omits domestic service. It also omits 
such items as brokerage fees and lawyer's fees, which are overwhelmingly 
expenditures of the propertied classes.” 






















INCORRECTLY USES THE BAE INDEX OF PRICES PAID BY FARMERS IN ITS 
“COST OF LIVING’ INDEX FOR URBAN WORKERS 


MI. UI! 











Throughout the UE report many references are made to the BAF index of 
prices paid by farmers for family living. In fact, in several cases, such as for 
the clothing index, the increases in cost shown by the BAKE index were adopted 
for the UE index. The differences between the BLS and the BAKE indexes huve 
been the subject of study for quite some time. During the controversies over the 
CPT in 1948 and 1944, Mrs. Dorothy S. Brady of the Bureau of Labor Statistics 
and Mr. Roger F. Hale of the Bureau of Agricultural Economics, prepared a 
detailed comparison of the two indexes. This detailed study, published in the 
Report of the President's Committee on the Cost of Living (pp. 371 to 394), showed 
that the main points of differences are the following : 

1. Differences in the lists of items covered by the indexes. 

2. Differences in the-relative importance of the respective items because 
farm and nonfarm families live differently. 

3. Differences in the types of goods priced: The statement was made that 
at that time farmers tended to buy lower-priced goods than city workers 
becnuse of differences in their needs, and because of differences in their 
cash income. At that time lower-priced tnerchandise had gone up some- 
What faster than medium-priced merchandise. Consequently, the heavier 
weight on this type of goods in the BAF index raised the levels faster than 
the Consumers’ Price Index. 

4. Differences in the State or regional weights used in making up the 
indexes: The price changes in sections of the country were put together 
with different weights for the BAK index and the BLS index. For example, 
half of the farm population was concentrated in three southern regions 
and in these regions the greater percentage increases in prices had occurred 
during the war. Half of the urban population on the other hand, was con 
centrated largely in the North and East, where the price rises had been 
smaller. 

5. Differences in price movements between rural areas and large cities. 

6. Differences in the extent to which quality was or was not held constant 
in obtaining prices for the two indexes: Over a long period of time this last 
factor may be most important, although in 1944, there wus good reason to 
believe that the effect was small. 

In spite of the differences that could occur because of factors listed above, the 
change in the all-items indexes were almost identical from the period June 1946 
to September 1950. The index of prices paid by farmers fyr family living in 
creased 30.6 percent over the 444 years. The Consumers’ Price Index increased 
31 percent. 

The comparison below shows the increase over this period by major com- 
ponent groups. 


Percent increases from June 1946 to September 1950 





| | | | 

| BLS | BAE | | BLS BAE 
| —————] ee) ae a, ee 
Food ; 14.2 36.5 || Fuel, electricity, and refrig- 
Clothing 20.7 20.0 | eration 27.8 
Household furnishings 24.4 17.5 Household operation 24.7 
Rent 19.9 Miscellaneous 23.4 
Building material for homes__ - 62.7 Autos and auto supplies 31.8 36.4 

All commodities and services 31.0 10.6 
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The change for clothing was about 20 percent according to both indexes. For 
food the BLS index increased as a faster rate than the BAE index. The same 
is true of house furnishings. The major difference, however, occurred in the 
subgroup relating to housing costs. The increase of 20 percent for rents in the 
BLS index contrasts very sharply with the 68 percent for building materials 
for farm home maintenance. 

Table 4 in the UE report (pp. 24, 25, and 26) compares prices for individual 
articles for the full period from 1935-39 to September 1950. The BLS retail 
price indexes cited in this table show only the effect of price change and every 
effort is made to exclude the effects of quality change. (The Bureau uses 
rather rigid definitions of qualities in making price comparisons, and whenever 
a difference in price arises from a difference in quality we try not to let it affect 
the price indexes.) Changes in samples of reporting stores are not reflected as 
price changes: the indexes change only when prices in one or more stores change 
from one pricing to another. The indexes computed by the BLS for each article 
have been compared with indexes computed by the UE from average prices as 
published by the BAF. We are informed that the Bureau of Agricultural Eco- 
nomics uses for collection of prices a general description of the goods priced, and 
obtains prices for the quality purchased in largest volume by farmers As re- 
ported by retail stores. When farm incomes are low, as in the 1930's or falling, 
as in 1949, farm families tend to buy lower and cheaper qualities. When farm 
incomes are high and rising, as in 1950, they tend te buy better and more ex- 
pensive qualities. This results in different qualities being priced from time to 
time, and makes the BAF index more volatile in both directions. Furthermore, 
changes in samples of reporting stores and changes in qualities between 1935-39 
and September 1950 are accepted as price changes when these published prices 
are used. 

More detailed comments on these and other BAE data would require con- 
sulation with the staff of BAE. 


IV. UE OVERWEIGHTS LOW-INCOME WORKERS’ FAMILIES 


Thronughont the UE report, the worker is described as the underprivileged ¢lass. 
For example, the report states, “Actually, the median rents, which are used by 
UE, understate the increase in rents paid by workers. Workers generally occupy 
the poorer and cheaper dwellings. The well-to-do and middle class groups gen- 
erally occupy the better dwellings.” * * * and “Most worker-buyers (of 
homes) can afford only an old house in a poor location, or the cheapest kind of 
new postwar house.” It is certainly not true that the American wage-earner fam- 
ily is typically a low-income family. 

The UE claims that the CPI overweights high quality goods because the con- 
sumer purchases study of 1954-86, from which the items and quantities were de- 
termined, “grossly underrepresented the lower-paid workers and the unemployed, 
and included a large number of better-off white-collar workers.” 

The “Study of Money Disbursements of Wage Earners and Clerical Workers in 
1984-36" was designed specifically for revision of the index. It included 14.469 
families whose average income was $1,524. In about 72 percent of these families, 
the chief earner worked for wages: 28 percent were families of Clerical workers. 
The average family incomes by occupation were as follows: 


. » —> +d ¢ 
Occupation Percent Average 
of total income 


Skilled worker ‘ ’ er | < $1, 661 
Semiskilled worker : ! 35 | 1, 437 
Unskilled worker d 1, 255 
Clerical worker $4: vee 28 | 1, 642 





The UE report compares this distribution with figures supposedly compiled 
from 1940 census data, to show that “BLS gave less than half the proper repre- 
sentation to unskilled workers, * * *.” It was not possible to discover the 
composition of the UE figures since the census did not nresent a distribution 
of workers by degree of skill required. The table below presents the 1940 census 
data classified roughly by skills, and indicates that UE distribution is based 
on all United States families. 
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Comparison—Distribution of families by occupational groups—UE and 1940 


census (families with employed heads) 





Urban United States 





All United States 


UE per- 
Occupational group Pasecnt Percent | cent dis 
Number | distri- Number distri- | Wibution 


bution bution 
























Clerical, sales, and kindred workers ., 3,118, 620 19.3 2, 578, 620 23.0 19 
Skilled: Craftsmen, foremen, and kindred work- 
ers 3, 934, 720 24.4 2, 831, 660 25. 2 24 
Semiskilled i iz 5, 591, 080 34.7 4, 000, 100 35. 7 27 
Operatives and kindred workers ‘ 4, 443, 040 3, 041, 940 
Service workers , 14 958, 160 


720 , 800, 360 





Unskilled 





Domestic and protective workers 3. 800 i 610, 980 ‘ 
Laborers (excluding farm) ‘ 5 1,! 900 | 1, 120, 780 | : 3 
Farm laborers and foreinen , 960 68, 600 


Total wage earner and clerical 16, 131, 140 100.0 | 11, 210, 740 100. 0 100.0 





The survey excluded clerical workers who earned $2,000 or over during the 
schedule year. It also excluded families who were on relief and those who had 
annual family incomes of less than $500, since their temporary condition of unem- 
ployment would have distorted the average expenditure patterns of the group, 
especially as those patterns are used as the basis of weights for a price index 
in later years of full employment. 

In the 1940 revision of the index the Bureau selected for pricing the qualities 
of goods and services that most of the survey families bought. Specifications 
describing these qualities were written and they have been used by the Bureau’s 
pricing agent continuously since that time. When the specifications are adjusted 
to conform with changes in the character of goods actually sold in retail stores, 
the quality level originally described is maintained as closely as possible. 

The Bureau prices the volume selling items which meet these specifications, 
in retail stores that are patronized by the moderate-income urban consumer 
The movement of the index, therefore, is directly related to the price experience 
of the wage earner and lower-salaried clerical worker in United States cities. 





































UE WRONGFULLY ACCUSES THE BLS OF “MANIPULATING” THE INDEX BY ADDING 
AND SUBTRACTING ITEMS TO MINIMIZE THE INCREASE IN PRICES 





Vv. THE 


The report says “It is uncanny that time and again the products selected by 
BLS for removal from the index were those which subsequently showed a greater 
than average increase; while those included showed either a price decline or a 
slower than average increase.” This assumes a prescience and omniscience as 
to the future course of prices which would indeed be “uncanny” even if the 
Bureau were so unscrupulous. 

The UE report cites chiefly some items which the Bureau dropped from its 
pricing list in mid-1947 to reduce the cost of maintaining the index calculation 
after a cut in the Bureau's appropriations. Soda crackers, macaroni, peanut 
butter, neckties, wool jackets, and a few more items are specifically cited by UE. 
Actually the Bureau dropped over 90 items and qualities of items from regu- 
lar pricing at that time. These items were selected on the basis of two factors; 
first, their small relative importance in the index, and second, the similarity of 
their price movement to the price trends of other items that would continue to 
be priced. The determination of this similarity of price trends was made on 
the basis of historical records. It would have been wondrous indeed if the 
Bureau had been able in 1947 to predict the change in prices over the next 2 
years. 

Most of the items dropped were represented in the index thereafter by very 
similar items: for example, sheets of 68 by 72 construction were represented 
by sheets of 64 by 64 construction. Thus, the index continued to be the best 
measure of price change that the Bureau could make under the circumstances. 
Of course, decreasing the number of items priced for the index somewhat re- 
duced the precision of the measurement. However, the decrease in precision 
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was relatively slight and was held to a minimum by allocating the dropped items 
to items whose prices moved in the same way. Moreover there is no evidence 
that the errors are all in one direction. 

All statistical measurements are subject to error. The nature of the errors 
that exist in the CPI are well known to most people who use it. These errors 
include: 

(1) Statistical errors due to sampling that is, the difference between the 
results obtained from complete coverage and the results obtained from a sample. 
The quantities of goods and services used to determine the importance of items 
in the index, are obtained from a sample of families—the items priced for the 
index are a sample of all goods and services purchased by families—the stores 
in which prices are collected are a sample of all stcres—-the dwellings for which 
rents are obtained are a sample of all dwellings—and the cities in which index 
data are obtained are also a sample of all cities. 

The degree of statistical errors due to sampling depends on how the sample 
is drawn and how variable is the characteristic being measured. For example, if 
an item sells for the same price in all stores, a price from any one store would 
determine the average price for that item. If, on the other hand, it is sold for 
a different price in each store and there were considerable differences among the 
prices, prices from many stores of yarious kinds would be needed to estimate the 
average. The difference between this estimated average and the true average 
that would be obtained from pricing all stores is due to statistical error. The 
error in the price change, which BLS measures, is less than the error in the 
average prices themselves, since much of the error in average prices is Constant 
and therefore cancels out in the price Comparisons for successive periods, 

The Bureau tries to keep these statistical errors at a minimum by using the 
most efficient sampling methods available. 

(2) Reporting errors due to the limits on the ability of people to remember 
and report information accurately. Families make mistakes in reporting their 
expenditures—price agents make mistakes in observing qualities of the goods 
they price—storekeepers Make mistakes in reporting prices—tenants make mis- 
tukes in reporting their rents. These errors of observation nay be more serious 
in the Consumers’ Price Index than the sampling errors which are very small. 
The Bureau is trying continuously to reduce these errors in the index by improv- 
ing data collection methods. For the collection of family expenditures records, 
the Bureau tested the wording of questions, the design of the reporting forms, 
ete. 

The Bureau is continually improving the item descriptions used by agents in 
the collection of retail prices. In connection with all its collection work, the 
Bureau devotes a great deal of effort in training agents and in the preparation 
of detailed, written instructions. In all its work, the Bureau uses methods of 
review and checking to control the quality of the data. 

(3) Mathematical errors due to mistakes made in the calculation of the in 
dex. These errors are within the control of the Bureau and are held to an 
absolute minimum. All clerical and machine calculations are done twice, and 
the results compared. When discrepancies are discovered they are reconciled. 


Vi. THE UE REPORT IS INACCURATE IN DESCRIBING BUREAU PROCEDURES. LISTED 
HERE ARE ONLY A FEW OF THESE INACCURACIES 


1. The UE discussion of medical care shows a misunderstanding of the mean- 
ing of value factors and of weights in the index construction. The report calls 
the dollar figure for medical care used in calculation of the price index for 
medical care, an “allowance,” and uses the Bureau’s own city worker's family 
budget to prove the “hopeless inadequacy” of the “allowance.” In fact, how- 
ever, these products merely represent costs at current prices of the quantity 
and quality of medical care actually purchased in 1954-36, and in no sense 
represent an “allowance’—adequate or inadequate—for medical care. 

2. The report criticises the Bureau for reducing the index weight of medical 
eare from 31 percent of the miscellaneous group to 14 percent in the 1940 revi- 
sion of the index, implying that the Bureau “allowed” less for medical care 
than previously. At the time of this revision the Bureau was careful to point 
out “that family expenditures for these services have not decreased in the period 
since 1919. On the contrary, they have increased.” The UE failed to recognize 
in its report that, since expenditure for other items in the miscellaneous group 
had increased more than expenditures for medical care, the weight adjustment 
Was a change in relative importance within the miscellaneous group, rather 
than a reduction of expenditures. 




















CONSUMERS’ PRICE INDEX 425 








3. The UE report criticized the Bureau for failing to measure the changes in 
postal rates properly and claimed an increase twice as great as shown by the 
latest published index (December 1948). Despite its insignificant weight of 0.1 
percent in all items the Bureau is able at very little cost to obtain rates for 
first-class mail (local and nonlocal), parcel post, registry, insurance, ¢c. 0. d., 
special delivery, and mail-order fees, and to combine changes in rates with 
weights bused on latest data on postal revenue. Thus, the increase in first-class 
local postage rates from 2 to 3 cents which was mentioned in the report and 
which occurred in 1944 was rejlected in the index according to its proper im- 
portance, Similarly the rise in airmail from 5 to 6 cents in 1949 also has been 
reflected in the index. Actually the latest index for postage (no longer pub- 
lished by the Bureau since price changes are so infrequent) is 122.0—approx- 
imately twice as much of a rise as shown by the December 1948 index quoted 
in the UE report. 

4. The UE report claims that curtains were not priced by BLS during the 
period 1932-47. ‘The UE apparently bases its conclusion on the fact that indexes 
for curtains were not published. 

Pricing of curtains has always presented special difficulties but they were 
priced and used in the index from 1935-89 to mid-1944 and again from September 
1947 to date. During the period when they were not priced the cost weight was 
net dropped or held constant but adjusted by the average price Change of other 
items in the index. 











VII. UE OVEREMPHASIZES IMPORTANCE OF PRICING USED CARS 

The UE report says the BLS index for transportation is too low for three main 
reasons: 

(1) BLS doesn’t price used cars which increased in price proportionately 
far more than the price of new cars. 

(2) BLS fails to take into account increased cost of automobile operation 
due to the increased average age of most cars on the road and the increased 
distance many workers must drive to work, 

(8) BLS fails to take into account the increased cost of public transporta- 
tion because of the increased average distance workers must travel to work. 

Items (2) and (3) are factors in measuring changes in total spending and 
are omitted from the BLS index for reasons given in section IT. 

The change in the prices of all automobiles is measured by changes in new- 
car prices. The Bureau, for a very short period at the beginning of World War 
Il, did include used-car prices in the index. This procedure was discontinued 
because of the difficulty of obtaining accurate prices for a specified quality of 
used car and not because of the Bureau's “determination to hold down its 
index” as charged in the UE report. However, experimentation has continued 
particularly in the past year, in an effort to develop an accurate method of 
pricing used cars. It is probable that the inclusion of used-car prices in the 
index during the postwar years would have made the transportation index 
more volatile, since, over short time periods, used-car prices appear to have 
had wider fluctuations than the new-car prices. However, if is questionable 
whether the over-all change in used-car prices since 1935-39 has been significantly 
different from that of new cars. The method used in the UE index is not 
a measure of change in used-car prices for urban workers, nor are accurate 
prices for used cars “easy enough to get,” as contended in the UE report. 

In its criticism of the BLS transportation index the UE charges that reintro- 
duction of automobile prices into the index in September 1946 was purposely 
made in such a way as to ignore the full change in automobile prices from 
December 1941 to September 1946, and that there was no reflection of this price 
change in the “all items” index. This charge is clearly based on an erroneous 
idea of the method by which the Bureau calculates its “all items” index. The 
“all items” index is calenlated by comparing the total index aggregates (i. e., 
total dollar cost of the index “market basket’) for successive periods and not 
as a weighted average of group and subgroup indexes. When automobiles could 
not be priced (1941-46), the automobile aggregate was changed from period te 
period by the average change in prices of all items in the index. When actu: 
prices for automobiles were obtained in September 1946, it was found that this 
procedure had overestimated the change in automobile prices; that is, the average 
of all items had increased 32.0 percent between December 1941 and September 
194}: autos only 23.9 percent. 

The correct automobile aggregate was used in the September 1946 “all items” 
index calculation, and the “all items” indexes then and since are correct. 
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An obscure mathematical error was made in the reintroduction of the auto- 
mobile prices into the transportation subgroup index. This error was of an 
entirely different nature than is indicated by the UE report and since the trans- 
portation index is a by-product calculation, it does not affect the “all items” 
or “miscellaneous” indexes, 


VIII. THE UE DID NOT DISCUSS THE INDEX PROBLEMS WITH THE BUREAU STAFF 


Thus, they did not have the advantages, which were available to them or any 
user of the data at any time, of examining the Bureau's records and procedures. 
Many of the misconceptions apparent in the UE report could have been avoided if 
the UE members who prepared the report had discussed the problems with the 
Bureau. 

Mr. Hussey. Mr. Chairman, we have a statement from the Gov- 
ernor of Minnesota, with a request from him that it be inserted in 
the record of this hearing. 

Mr. Streep. Without objection, it will be included. 

(The statement referred to is as follows :) 


STATEMENT BY GOy. LUTHER YOUNGDAHL, OF MINNESOTA, PERTAINING TO THE 
CONSUMERS’ PRICE INDEX AND THE MINNESOTA STATE SALARY PLAN 


For the past 6 years tne State of Minnesota has used the Consumers’ Price 
Index prepared by the Bureau of Labor Statistics of the United States Depart- 
ment of Labor as one factor in determining State empleyees’ salaries. Because 
we are not familiar with the methods employed by the Bureau or its sources 
of information, this statement will be confined to the use of the index by the 
Minnesota State government. 

Before final decision is made by the civil-service department as to the proper 
rate of pay for any job, several factors are given consideration. Among these 
are (1) the State’s ability to pay, (2) the limits and structure of the State pay 
plan, (3) the supply and demand of the particular type of personnel to be re- 
eruited, (4) current rates for comparable work in private industry, local juris- 
dictions of government and the Federal Government, and (5) the duties and 
responsibilities of the job to be done in comparison with other State jobs. The 
Consumers’ Price Index is an additional factor and applies to all State salaries 
in a series of graded “steps” ranging in dollar value from $5 to $16 per month 
or $60 to $192 per year. Intervening steps have values of $6, $8, $10, $12, and 
$14 per month, or $72, $96, $120, $144, and $168 per year. 

These steps are added to the basic salary ranges which can be divided into 
five equal parts. The basic salaries were established after an intensive salary 
survey conducted by Public Administration Service of Chicago in cooperation 
with the civil-service department in 1944 supplemented by data obtained in 
1939 and reflect what the State should have paid in salaries during a period 
similar to 1935-39 with the Consumers’ Price Index standing at 100. 

The five equal parts of each basic salary range determine the value of the 
“steps” already indicated. For instance, basie range No. 1, the lowest range 
in the State pay plan, is $95 to $120 per month. One-fifth of this range is $5. 
Basic range No. 38, the highest salary range, is $575 to $655 per month. One- 
fifth of this is $16. Intervening basic ranges have spreads sufficient to give 
one-fifth values of $6, $8, $10, $12, and $14. How many “steps” or how much 
of an adjustment is to be made to the basic salary ranges depends on the Con- 
sumers’ Price Index. If the index passes certain critical points as set forth 
in the State’s salary law, upward adjustments are made. Similarity, if the 
Consumers’ Price Index is dropping, and the same critical points are passed, 
downward adjustments are made but in no event will less than the basic ranges 
be paid. 

At the present time, the State salary plan functions on “9-point changes” 
in the Consumers’ Price Index. It can then be seen that the critical points 
become those over 100 divisable by 9. For example, 109, 118, 127, 136, and so 
forth are critical points. Secause State salaries were lagging behind those of 
private industry and other public jurisdictions within the State, the 1951 session 
of the Minnesota Legislature retained the basic range but amended the formula 
so as to provide that a “61%4-point” plan would be followed. Therefore, on July 
1, 1951, critical points in the index will be 106.5, 118, 119.5, 126, and so on. 
This new formula means that more steps will be added to each State employee's 
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salary and that steps will be added or taken away on critical points over 100 
divisable by 614 points. 

Fluctuations in the Consumers’ Price Index for the past 6 years have been, 
in the main, upward. There was a leveling-off period for about 1 years prior 
to the Korean War. The index has, however, steadily increased since June 
25, 1950. At no time during the 6 years that Minnesota has been following this 
method of paying its employees has a downward adjustment been effected. 

It is noted here again that the State is not in a position to either question 
or verify the metheds and sources of information used by the Burean of Labor 
Statistics. While the formula for computing the adjustment has been changed 
twice in the past 6 years, this should not be regarded as a reflection on the 
validity or lack of validity of the index. 

During the latter part of 1950, concern was expressed by State government 
officials pertaining to news releases of the Bureau that the “old type” index 
would probably be abolished sometime late in 1951. This concern was trans- 
mitted to the 1951 legislature. Because the “old type” index has come to he 
regarded somewhat as a fixture to which State salaries could be tied, the legisla- 
ture placed a proviso in the 1951 law stating: 

“Whereas the Bureau of Labor Statistics of the United States Department 
of Lahor, herein termed ‘the Bureau,’ is now publishing two indices showing the 
average cost of living, one prepared according to the method used by that Bureau 
prior to December 15, 1950, which it terms the ‘old type’ of index, and another, 
based on a wider range of items which it terms the ‘new type, and some con- 
fusion has arisen in industry in adjusting salaries and wages based on changes 
in the cost-of-living indices, to avoid any such confusion in adjusting the salaries 
of State employees the Director of Civil Service shall, in making the investigations 
and determinations provided for in this section. use the so-called ‘old type’ 
of indices so long as they are published by the Bureau. Notwithstanding the pro- 
visions of subdivision 2, if the Bureau ceases publication of the so-called ‘old- 
type’ of indices, the Director of Civil Service shall use the same factors as were 
used in the ‘old type’ index in establishing the economic adjustment increases 
or decreases authorized in this Act.” 

From the broad economic point of view, it is probably unwise to pay State 
employees or any other employees based on the index, because of the inflationary 
and deflationary possibilities of such a plan. Minnesota is the only State in the 
Union having this kind of plan. However, one constant criticism regarding pub- 
lic employees’ salaries has been that in times of prosperity or high cost of living 
their salaries lag behind those of private industry, and in times of depression, or 
low cost of living, public employees’ salaries are higher than those of private 
industry. The cost-of-living pay plan now in use in Minnesota is the only method 
upon which agreement has been reached which does provide some flexibility and 
moves salaries somewhat in accordance with the very rapid changes which are 
occurring and have occurred in private industry. It seems fairly obvious that. 
in a period of rising prices such as at present, cost-of-living pay plans coutribute 
to the upward spiral. This is particularly true when the time for making the 
necessary upward adjustments is relatively short. It is conversely true that. in a 
period of dropping prices, cost-of-living pay plans contribute to the downward 
spiral. 

The period during which the Minnesota pay plans runs without consideration 
of an adjustment is one fiscal year. The December 15 index of each year for the 
city of Minneapolis is the official index. It is the one used to determine whether 
upward or downward or no changes will be made. The changes if u¢cessary, 
go into effect on July 1 of the following year. 

This plan, as it now exists, has been extremely well received by legislative 
members, administrative officials, and employees and employee representatives 
Part of this may be due to the simplicity of the explanation and operation of the 
plan and the elimination of the twin fears of freezing salaries at high levels and 
inability to meet current conditions. 


Mr. Streep. The subcommittee will stand adjourned until further 
notice. 

(Whereupon, at 11:15 a. m., the hearing was adjourned, subject to 
the call of the Chair.) 


x 





